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EXPLANATORY NOTE 

This volume, like the others of the series to which it be- 
longs, has been compiled for the benefit of students and de- 
baters, and for libraries wishing to supply good material in 
convenient form on the subject of government ownership. The 
present status of government regulation and government owner- 
ship of railroads in the United States and other countries, is 
briefly outlined in the Introduction and the General Discussion, 
while the Affirmative and Negative Discussions contain reprints 
of valuable material covering the arguments for and against the 
adoption of government ownership by the United States. The 
bibliography is a selected one, the references having been chosen 
so as to give the reader access to the most usable and most 
easily obtainable material. While some of the material included 
in the first and second editions of this handbook has been re- 
tained for this new edition, many of the articles and references 
are new, having been obtained from more recent sources. The 
brief and the introduction have been largely rewritten to meet 
present conditions. Students wishing to make a more extended 
study of the questions are recommended to consult the bibliog- 
raphies listed elsewhere in this volume. 

E. M. Phelps. 
November 23, 1916. 
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BRIEF 

•Resolved, That the United States should own and operate its 
interstate railways. 

INTRODUCTION 



I. The problem of transportation is a serious and important 
one. 

A. It is vital in its relation to 

1. The needs of industry. 

2. The proper development of the country. 

3. The welfare of the individual. 

B. Because of their size, control of resources, and num- 
ber of people employed, railroads wield a powerful 
influence in public affairs which is dangerous unless 
properly controlled. 

II. Every nation has found it necessary to adopt some form of 
control over its railways. 

A. The two forms of control in general use are: 

1. Private ownership and operation subject to govem- 
t ment regulation. 

2. Government ownership and operation. 

B. Control in the United States is effected by" 

1. The Interstate Commerce Commission. 

2. The state commissions. 
III. It is generally admitted that this method o^ dual ^control 

has proven unsatisfactory. 

A. It has failed to bring about the improvements and ex- 
tensions in service necessary for the proper develop- 
ment of the country. 

B. Railroads have been subjected to conflicting legislation 
and impossible demands by both federal and state 
commissions. 

C. Railroads, shippers and the public unite in demanding 
relief. 

IV. To remedy the situation it is proposed that the federal gov- 
ernment acquire and operate the interstate railways. 
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AFFIRMATIVE 




The Affirmative is in favor ol government ownership as the 
solution of our railroad problem, for 
^ I. Government ownership of our interstate railways would be 
a most effective remedy for the evils existing under our 
present system of control. 

A. Rates could be lowered and adjusted with reference to 
^ the maximum development of all parts of the coun- 
try. 

I. All temptation for secret rebates, discriminating 

tariffs, etc., would be removed. 
The railroads could be conducted, like the postal 

service, as a public benefit rather than for profit. 
Rates could be adjusted to meet the needs ot new 

industries, to develop new resources or unsettled 

parts of the country. 

B. Wastes in management can be eliminated. 

Y I. By the consolidation of duplicating lines, offices and 

staffs. 

y^ 2. By reduction in the number of attorneys, commis- 

sion men and traffic officials needed to protect the 
railroads in the courts, to influence legislation, 
and to secure new business. 

V C. Equipment and service could be improved and extended 
to fully meet the needs of the public. 

I. New lines could be built and service extended to 
properly develop all parts of the country, 
v^ 2. The demands of the public for greater safety and 

convenience in travel would be heeded. 
«^, 3. Earning capacity would no longer be the prime 

consideration. 
yj D. There would be one system of regulation instead of 
the existing forty-nine systems. 

1. This would greatly reduce the amount of regula- 
tion to which railways are now subjected. 

2. Such regulation as persisted would be uniform and 
consistent. 

v/ E. Capital could readily be found for the development of 
new lines. 



BRIEF xiu 

F. Public life would be freed from the influence of the 
railroads in politics. 
II. Government ownership would be advisable for other 

reasons. 
v^ A. The conditions of railroad employees would be im- 
proved. 

B. Public welfare would be largely increased. 

1. The present enormous inequalities in wealth exist- 

ing in the United States would be largely re- 
duced. 

2. Government ownership would tend to steady indus- 

trial development. 
>/ 3. Strikes would be largely eliminated. 

4. The benefits of travel would be brought within the 
reach of a greater number than at present. 

C. In case of war the roads can quickly be mobilized for 

military purposes. 

III. Government ownership is practicable. f 
^ A. The railroad is properly a function of government. 1 

I. It can be operated under private ownership only by 
means of a franchise from the government. 

B. The United States government has the power to pur- 

chase and operate railways. 
I. It has already done so, successfully, in the case 
of the Panama railway. 

C. The purchase can easily be brought about. 

1. Such purchase will work no hardship to the owners 

of the railroad stocks and bonds. 

2. Government bonds can be issued to cover the exist- 

ing stocks and bonds. 

3. The revenue will be sufficient to cover all expenses, 

improvements, interest on bonds and still pro- 
vide a sinking fund for the retirement of the 
bonds. 

4. The value of the railroad properties will be greatly 

increased as a result of government ownership. 

IV. Government • ownership has been successful where it has 

been tried. 
A. It has succeeded in Prussia. 

I. Equipment and service have vastly improved, and 
passenger and freight traffic have more than 
doubled. 
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2. Fares and freights are steadily reduced and the 

railroads are a success financially. 

3. The roads have responded to the needs of the 

country. 

B. In Switzerland. 

1. The conditions of the railway employees have 

greatly improved. 

2. Service has improved and rates are low and uni- 

form to all. 

3. The statement that the Swiss railways are tmsuc- 

cessful financially is untrue. 

C. In Australia and New Zealand. 

1. Australian railways show a lower percentage of 

operating expense, accidents, and cost of con- 
struction per mile than the United States, while 
its revenue per train-mile is higher. 

2. New Zealand railways have been conducted pri- 

marily to meet the needs of the country and not 
to make profits. 

a. Fares are low. 

b. Employees are well paid and well cared for. 

NEGATIVE 

The Negative is not in favor of government ownership as a 
solution of our railroad problem, for 

I. It is not necessary under present conditions. 
\^ A. Our transportation facilities are already among the 

best in the world. 

1. Trains are run a greater number of miles annually 

in proportion to population, and at greater speed. 

2. Transportation is cheap. 

a. Freight rates have steadily declined. 

b. Passenger fares are low when compared with 

the quality of service furnished and the pop- 
ulation served. 

3. The roads have responded generously to the needs 

of the country. 
V B. It is no longer true that the roads are overcapitalized. 
I. The original cash cost does not begin to cover the 
present value of the roads. 



BRIEF XV 

^ C. Many of the former abuses of our railroad systems no 
longer exist. 

1. They originated under circumstances then well-nigh 

unavoidable. 

2. Time will cure most of the remaining evils. 

3. Railroad managers are cooperating with the gov- 

ernment to remedy them. 

^ D. That rates are unreasonable and discriminating is no 
longer true. 

1. Present rates are reasonable. 

2. Existing remedies are ample to prohibit unfair dis- 

crimination between individuals and localities. 

3. Some discrimination is necessary and reasonable, 
a-. In the classification of freight. 

b. Between localities, in order to build up new 
industries and to develop natural resources. 

E. Our system of railroad regulation could be improved 
without resorting to government ownership. 

1. Regulation of interstate railroads could be taken 

out of the hands of the states and given entirely 
to the federal government. 

a. Legislation could be enacted to permit the 

railroads to take out federal charters. 

b. The powers of the Interstate Commerce Com- 

mission could be strengthened to include 
control over the issuing of securities and so 
improve the credit of the roads and protect 
the stockholders. 

II. Government ownership would be unavoidable for other 
reasons. 
A. The government should not engage in industrial un- 
dertakings. 
v^ I. Popular sovereignty is not fitted for such enter- 

prises. 

2. Its present duties are already too numerous. 

/ B. Administration of the roads would be inefficient and 

extravagant. 
\^ I. Similar enterprises where undertaken by the gov- 

ernment have not been administered econom- 
ically. 
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"/ 2. The quality of the service and the equipment would 
be allowed to deteriorate. 
3. Our civil service is notoriously inefficient 

C. Government rate-making would be unsatisfactory. 

1. Discriminations would still exist. 

a. Rebates and frauds can be brought about more 

easily under public than under private man- 
agement. 

2. Rates would tend to rise rather than to decline. 
V/' a. Competition would be absent. 

b. The roads would be compelled to raise wages, 

improve equipment and service, and at the 
same time, to make profits. 

3. Government rate-making would be too rigid. 

a. It would tend to arrest commercial progress. 

4. Rate-making is too complex a matter to be left in 

hands of politicians, 
a. The government could not pay the large sala- 
ries now paid to the trained railway officials, 
and consequently could not secure the best 
men. 

D. Government management would not respond readily to 

the needs of industry. 

1. Legislation is always slow and liable to political 

influence. 

2. Populous and prosperous communities would re- 

ceive facilities at the expense of newer and 
poorer communities. 

3. Claims against the government are difficult to 

collect. 

\/ E. Government ownership would be dangerous politically. 
I. An enormous army of employees would be at the 
disposal of the party in power. 
F. The government is not a good employer of labor. 

1. It is arbitrary and unreliable. 

2. Wages would not keep pace with the cost of 

living. 

III. Government ownership would be unwise for fiscal reasons. 
A. The purchase of the roads alone presents difficulties 
well-nigh insurmountable. 
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■ I. The government would have to pay more than the 
roads were worth. 

2. The national debt would be increased beyond all 

reason, 
a. The solvency of the government would be im- 
perilled. 

3. There would be great opposition to the issue of 

bonds for such purchase. 
B. The budget of the government would be thrown out of 
gear. 

1. The revenues and expenditures of the roads would 

be so much larger than the rest of the budget 

2. A shrinkage in railroad receipts would cause finan- 

cial embarrassment, and upset our taxing 

methods. 
C» Bankrupt and unprofitable lines could not be reor- 
ganized but would remain a burden on the govern- 
ment. 

IV. Government ownership has only partially succeeded wher- 
ever it has been tried. 

A. It has failed in many respects in Prussia. 

1. Facilities and equipment are not as good as in the 

United States. 

2. Freight rates are higher. 

3. Facilities have not been afforded equally, and in- 

dustry has been restricted. 

4. Conditions in Prussia are entirely different from 

those in the United States. 

a. Conditions of population and traffic are differ- 

ent. 

b. The government of Prussia is bureaucratic and 

administrative, while ours is legislative and 
parliamentary. 

c. The civil service is efficient and the country is 

practically developed. 

B. In Switzerland. 

1. After ten years the roads show a deficit. 

2. Conditions are unlike those in the United States. 

C. In Australia and New Zealand. 
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SELECTED ARTICLES ON GOVERNMENT 
OWNERSHIP OF RAILROADS 



INTRODUCTION 

Transportation is essentially a ptrblic service, and wherever 
railroads have been built, upon the government has devolved 
the obligation of rendering aid in their construction and of su- 
pervising or regulating their management and operation. The 
character of such aid and regulation varied considerably with 
different countries. In some cases, public aid was limited to 
the granting of the right of eminent domain in order to enable 
the railroads to secure the necessary right of way. More often, 
however, governments supplemented such assistance by the pur- 
chase of railway stocks and bonds, by the loan and donation of 
public lands and funds, by guaranteeing to private investors a 
fixed minimum return on their investments, and by engaging 
directly in the construction of roads. 

Regulation of the railroads varied as widely as the nature 
of the aid rendered by the government. In some cases, it was 
limited to the barest supervision, the aim being to leave private 
capital as unrestricted as possible. This was the laissez-faire 
policy originally followed in the United States, which gradually 
gave way to increasingly strict regulation. Most countries where 
private ownership prevails provide for thoro and detailed regu- 
lation, and in many cases, the roads are owned and operated 
directly by the government. 

In the United States, the railroads were constructed largely 
by private enterprise, although public aid was very generous. 
States, counties, municipalities, and later the national govern- 
ment, rendered assistance in the shape of grants of land, loans 
or donations from the public funds, and also in the building of 
roads. Construction was pushed rapidly and even recklessly, 
and the necessary safeguards were not placed around the public 
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funds. The result was that many of the roads failed to be re- 
munerative, and became bankrupt, the states were forced to sell 
the roads to private investors or in some cases to repudiate 
their debts, and local investors lost a large part of their stocks 
and bonds to the benefit of Eastern capitalists who were able 
to take over the roads. 

Up to this time government supervision had been of the 
simplest sort, but now the antagonism of the local farmers and 
business men against the owners of the railroads, and the gross 
discriminations practised by the roads against some individuals 
and localities in favor of others, resulted in a demand for thoro 
regulation. 

In this matter, the states preceded the federal government 
by some years, and the form of regulation most generally 
adopted was the commission. These state commissions were 
formerly of two tjrpes, the supervisory and the mandatory. The 
supervisory commission was the first to appear and was em- 
ployed in Massachusetts, Pennsylvania and other Eastern states. 
It had the power only to investigate railroad practices and to 
report its findings to the legislature and to the people. It might 
also make suggestions as to future legislation to be adopted. 
The mandatory commission, adopted in the West and South, 
had not only the power to investigate and report, but also to 
issue orders to the railways and to enforce its orders by judicial 
procedure. Among the powers of this type of commission was 
that of prescribing maximum charges and of fixing rate sched- 
ules. Both these types gradually gave away to a newer form, 
the public utilities commission. This type of commission has 
mandatory powers, but its scope is extended to include other 
public utilities as well as railroads. For example, the Pennsyl- 
vania commission has jurisdiction over twenty-seven classes of 
corporations, including, among others, railroads, canals, street 
railways, telegraph, telephone, gas and water companies. 

The first legislation passed by Congress for national regula- 
tion of railroads was the Interstate Commerce Law of 1887. 
This law has never been repealed, but has remained in force to 
the present time and has been strengthened from time to time 
by various legislative acts. This law originally provided for 
the establishment of the Interstate Commerce Commission — a 
commission of seven members and of the mandatory type. 
This Commission now has jurisdiction over railroads, express 
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and sleeping-car companies, and telegraph, telephones and cable 
companies, and among its powers are those to adjust rates, to 
prescribe methods of accounting, to investigate complaints and 
to make investigations upon its own motion, and to carry on 
proceedings to enforce its orders. The law also prescribed the 
powers of the Commission with respect to unreasonable dis- 
criminations between individuals and places, pooling, and higher 
charges for shorter than for longer hauls over the same lines. 

At the present time, therefore, instead of the policy of no 
regulation which characterized the first period of our railway 
history, we have regulation both by the United States, thru the 
Interstate Commerce Commission and acts passed by Congress, 
and also by each of the forty-eight states thru its commission 
and the acts of its legislature. The amount of regulation 
attempted by these forty-nine agencies is tremendous. It has 
been computed that between 1912 and 191 5 alone, upward of 
4,000 bills affecting the railroads were introduced into Con- 
gress and the state legislatures, and of these 440 became law. 

That present conditions in our railway service are unsatisfac- 
tory is evident from the amount of complaint leveled upon it 
from all sides. Shippers complain of the rates charged and the 
inability to get the kind and amount of service needed. Rail- 
road employees are demanding higher wages and shorter hours, 
and, as the circumstances surrounding the passage of the Adam- 
son Eight-Hour law have made plainly apparent, are powerful 
enough to gain prompt recognition of their demands. The public 
generally, with the memories of past railroad misdeeds still 
fresh, feel that lower rates could and should be granted and 
yet hesitate to invest their savings to furnish additional capital 
for the railroads, because of the existing uncertainties surround- 
ing such investments. The railroads complain that they are 
faced on one hand by the constantly rising costs of materials 
and operation, increase in wages, and the demand for more and 
better service, and on the other hand by the inability to meet 
these demands by increasing their charges or by acquiring suffi- 
cient new capital. 

The blame of this state of affairs is generally laid to our 
system of regulation. Regulation by forty-nine commissions has 
resulted in legislation over every detail of the financing, and 
operation of our railroad systems. Much ot it is duplicated and 
therefore needless; much of it is conflicting, making repeal by 
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the courts necessary; and often one state will pass laws dis- 
criminating in favor of the citizens or the railroad lines in its 
own territory. So serious has the matter become that President 
Wilson, in his message to Congress, December 7, 1915, appealed 
to Congress for a commission to inquire into the situation. 

As a result a joint committee of Congress consisting of five 
senators and five representatives, and headed by Senator Francis 
G. Newlands, was appointed and began its sittings at Washing* 
ton, November 20 of this year. It is the aim of this committee 
to investigate every phase of the question — ^the present system 
of ownership, management and regulation, and the various sug- 
gestions that have been made for improving the situation. There 
will appear before this committee, railway officials, financiers, 
representatives of labor, shippers, and official bodies, such as the 
Chamber of Commerce of the United States, the state commis- 
sions, the Railway Business Association, and the railroad 
brotherhoods. Among the questions to be investigated is that of 
federal ownership and control. While this investigation is tak- 
ing place the railroads have begun to test the validity of the 
Adamson Eight-Hour Law in the courts. In addition to the 
materials provided for study in this volume the student who 
wishes to keep up to date on this question will find it necessary 
to keep in close touch with what is taking place by constant ref- 
erence to the daily press. 

E. M. Phelps. 
November 28, 1916. 



GENERAL DISCUSSION 



THE INTERSTATE COMMERCE COMMISSION 

AND THE RAILROADS' 

No problem more important and difficult confronts the people 
of the United States than that of establishing between their gov- 
ernments and their large business concerns relations which will 
promote greater equality in the distribution of the burdens and 
benefits of the production of wealth, without impairing the effi- 
ciency with which production is conducted. There has been 
within recent years a great increase in the amount of govern- 
ment regulation of business. Its main purpose has been to 
equalize economic burdens and benefits. The most important 
experiment being made in this field is in the control of railroads. 
This experiment is so important partly because the railway in- 
dustry is one of the largest in the country. It is so important 
partly, also, because there is a tendency for large classes of 
commercial and industrial enterprises to pass mainly into the 
hands of a comparatively few large aggregations of capital. 
This tendency, if continued, will give quasi-monopolistic power 
to a few concerns in these other fields. There will then be as 
much reason for subjecting them to strict regulation as for 
subjecting railways to it. The policy applied to them probably 
would be modeled on that applied to railways, having alike its 
strength and its weaknesses. Therefore, the wisdom or folly of 
our regulation of railways may determine the wisdom or folly 
of our regulation of other classes of concerns and the success or 
failure of government control of business in many fields. 

The system of regulation adopted for railways consists partly 
of the passage of laws imposing on them specific and detailed 
requirements, but mainly of the delegation of authority over 
them to commissions. The Interstate Commerce Commission is 
the most important body to which such authority has been given. 

^ By Samuel O. Dunn, editor of the Railway Age Gazette. Published 
in Annals of the American Academy. 63: 155-72. January, 19x6. 
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Therefore, the success or failure of government regulation of 
railways, and even of public regulation of business in general, 
will be determined largely by the amount and nature of the 
power given to the commission and by the courage and wisdom 
with which it is exercised. An adequate study of its authority, 
of the way it is doing its work, of the results being produced, 
and of the changes, if any, which ought to be made in the laws 
defining its authority and duties, or in the policy which it is 
following, would occupy an important place in an inviestigation 
and discussion of the relations between our governments and our 
commerce and industry. Limitations of space forbid, however, 
the presentation in this article of more than an outline of the 
points that should be covered in a comprehensive discussion of 
the relations between the commission and the railways. 

Some Results of Regulation 

Regulation of the railways by the federal government began 
with the passage of the Act to Regulate Commerce in 1887. 
Their regulation by states began with the Granger movement 
more than a decade earlier, and in some states has been effective 
and even drastic most of the time since. But effective regulation 
throughout the country, both national and state, did not begin 
until 1906, when the Hepburn rate act was passed. It has, there- 
fore, had a life of less than ten years. 

As a preliminary to analysis and discussion of the policy fol- 
lowed since 1906, it is desirable to take a general survey of the 
trend of affairs in the railway industry during this time. It is 
easy to show that regulation in general, since it became effective, 
has accomplished much good. It has destroyed the railways' 
domination of politics. It has abolished the issuance of free 
passes except to certain classes of persons who are expressly 
authorized by law to use them. It has extirpated rebating and 
greatly reduced unfair discriminations in the published rates. It 
has caused the adoption of a uniform sjrstem of accounting 
which has made it more difficult for those in charge of the man- 
agement of railways to evade public control or deceive or over- 
reach their stockholders. It has given so much publicity to the 
mismanagement, financial and otherwise, of certain roads as to 
render such mismanagement more diffcult and improbable in 
future. This is but a partial list of the good results it has 
achieved. 
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At the same time, regulation has produced, or contributed 
toward producing, other effects more questionable. In the dec- 
ade before 1906, without there being any considerable advances in 
average freight and passenger rates, the earnings of the rail- 
ways increased more rapidly than their operating expenses and 
taxes. There were, in consequence, large increases in their net 
income, which enabled them to recover from the effects of the 
panic of 1893 and of the depression which followed it ; and a 
large amount of new mileage was built and tmprecedented num- 
bers of locomotives and cars were bought. 

On the other hand, during the period since 1906, despite great 
improvements in machinery and methods of operation, the ex- 
penses and taxes of the railways have increased faster than their 
total earnings. They have found it necessary year by year to 
make large additions to their investment in property per mile of 
line. This coincidence of increasing investment and declining 
net revenue has caused a serious reduction in the percentage 
of return earned. In the fiscal year ended June 30, 1914, the last 
year for which we have complete figures, the investment in road 
and equipment per mile of line was $71,551, an increase since 
1906 of $11,927. Gross earnings per mile were $12,667, an in- 
crease of $2,207, or 21 per cent. Operating expenses and taxes 
were $9,794, an increase of $2,546, or 35 per cent. In conse- 
quence, net operating income per mile was only $2,873, or $339 
less than in 1906, a reduction of 10^ per cent. To summarize, 
the investment per mile was $11,927 more in 1914 than eight years 
before, but the net money per mile available with which to pay 
a return on it was $339 less. In 1906 the percentage of net 
return on property investment was 5.39 per cent; in 1914, only 
3.99 per cent. 

This decline in net return has rendered it increasingly difficult 
to pay interest and dividends and raise new capital. Many roads 
have become bankrupt and on October i, 191 5, 42,000 miles of 
line were in the hands of receivers. This is the largest mileage 
of insolvent roads ever known. The construction of new mileage 
under way is less than at any time in fifty years. Until lately 
the orders placed for equipment and supplies were at their 
lowest ebb. These conditions threw hundreds of thousands of 
the workmen of the railways and of railway supply and equip- 
ment manufacturing concerns out of employment. 

The increase in the outgo of the railways between 1906 and 
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1 914 was due chiefly to two causes. The average wage per em- 
ployee advanced from $611 to $810, or 32.57 per cent. The taxes 
per mile advanced from $336 to $568, or 69 per cent. The in- 
creases in taxes were, of course, made by public authorities. A 
large majority of the advances in wages were awarded by ar- 
bitration boards organized under the federal Erdman act. There 
have been other, although smaller, increases in expenses which 
have been more directly due to state and federal regulation. The 
railways have tried to make general advances in rates to offset, 
at least partially, these increases in their outgo. The regulating 
authorities, national and state, have prevented most of these and 
have caused many reductions in both passenger and freight 
rates, and the average passenger and freight rates are lower 
now than in 1906, despite the great increases which have oc- 
cured in wages, taxes and other expenses. 

On this showing the heavy reduction in the net return of the 
railways and the eflFects which it has produced must be attributed 
mainly to government regulation. As the Interstate Commerce 
commission is the most important regulating body, many people 
give it the credit or blame, commending it if they regard the 
general result produced as good and condemning it if they con- 
sider it bad. It is probable that a majority of business men and 
students of economic and industrial affairs believe the reduction 
of railway net earnings has been unjustified and has had a bad 
effect on business generally. Therefore, among these classes the 
Interstate Commerce Commission is a less popular and more 
criticized body than a few years ago. 

But much of the criticism visited on it is misdirected. The 
commission is often called the most powerful governmental body 
in the United States. In a sense, it is so. It has large authority 
over the railway industry, which involves the possession of great 
power to affect the national welfare. But an examination of the 
laws and court decisions under which the commission acts shows 
that its authority, while great, is fragmentary and subject to 
many limitations ; that it is more negative than positive ; that it is 
such that the harm which the commission can do if disposed to 
be unfair is greater than the good it can do if disposed to be fair. 

How our system of regulation has grown up is illustrated by 
the way in which from time to time its powers have been con- 
ferred on the Interstate Commerce Commission. As already 
stated, the act to regulate commerce went into effect in 1887. 
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There had been prolonged, widespread and well-founded com- 
plaints of rebating and other forms of unfair discrimination in 
rates, and the law was passed mainly to abolish these practices. 
It prohibited rebating and other forms of unfair discrimination, 
and forbade rates to exceed reasonable maxima. There was ap- 
prehension lest the pools of traffic and earnings which had been 
formed by various groups of competing lines would cause rates 
to be made and kept excessive, and therefore pooling also was 
prohibited. The Interstate Commerce Commission was created 
to enforce these provisions. It understood it was authorized to 
prescribe and put into effect maximum reasonable rates; but the 
Supreme Court of the United States held otherwise. 

During the twenty years following the creation of the com- 
mission the question of rates, and especially the rebating phase of 
it, continued to absorb public attention ; and regulation, state and 
national, dealt mainly with this question. Several minor amend- 
ments to the Interstate Commerce law, all dealing with rate 
matters, were passed, and in 1903 the Elkins law was enacted, 
strengthening the provisions against rebating. In 1906 was 
passed the Hepburn act, specifically authorizing the commission, 
when it found rates unreasonable, to fix maximum reasonable 
rates. In 1910 was passed the Mann- Elkins law, empowering the 
commission to suspend advances in rates pending investigation 
of them and to prohibit them if found unreasonable. Mean- 
time, 1890, there had been enacted the Sherman Anti-Trust law. 

Originally assumed to haVe no application to railways, this law 
was soon construed by the courts to prohibit all agreements and 
combination between competing carriers. 

Gradually the attention of the public and its representatives 
began to be directed toward other phases of the railway business. 
The Hepburn act authorized the Interstate Commerce Commis- 
sion to prescribe a uniform system of accounting. This the 
commission did, and many states followed its example. 

As early as 1893 Congress had begun the physical regulation 
of railways by passing the Safety Appliance acts, requiring the 
use of power brakes and automatic couplers. The Erdman law 
of 1898, providing a scheme of conciliation and arbitration of 
disputes between railways and their employees in train service, 
was intended as a regulation of operation, its principal purpose 
being to prevent interruptions of service by strikes. After being 
long ignored, this statute, now in amended and strengthened 
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form known as the Newlands act, has in recent years often been 
resorted to with important results. 

Within the last ten years, federal laws affecting the physical 
equipment and operation of railways have followed each other 
in rapid succession. In 1907 an act was passed limiting the hours 
of service of railway employees. In 1908 the kind of ashpans 
to be used on locomotives was prescribed. In 1909 the transpor- 
tation of explosives was dealt with. In 1910 the present Em- 
ployers' Liability act applying to interstate carriers, was enacted, 
and provisions were adopted affecting all safety appliances used 
on locomotives and cars. Still later there was passed an act for 
the inspection of locomotive boilers, which, at the last session of 
Congress, was made to cover the entire locomotive. The Inter- 
state Commerce Commission has nothing to do with the arbitra- 
tion of labor disputes, but is required to administer and enforce 
most of the federal laws affecting operation. 

The example set by Congress during the last ten years in pass- 
ing laws relating to physical equipment and operation has not 
only been followed but greatly surpassed by most of the states. 
During the last five years the states have adopted no less than 
442 laws relating merely to the physical operation of railways; 
and in numerous cases the legislatures and commissions have 
regulated features of the business which Congress has not 
touched or authorized the Interstate Commerce Commission to 
deal with. 

Limitations on the Commission's Authority 

The foregoing shows that, as already has been stated, the 
Interstate Commerce Commission's power is fragmentary. Its 
authority even over the phases of the railway business with 
which it does deal is restricted in various ways. Its authority 
over rates is great, but far from unlimited. The extent of its 
power over state rates is unsettled. In the Shreveport case it 
was held that, if a state rate prescribed by a state authority was 
so low compared with a related interstate rate as to be unfairly 
discriminatory against interstate commerce, the Commission 
could compel the railways to remove the discrimination even 
though this involved the advance of the state rate. But it is 
conceivable that a state rate fixed by a state commission or legis- 
lature may be too low as compared with interstate rates approved 
by the Interstate Commerce Commission, and yet not be so 
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related to the interstate rates as to work directly, at least, an 
unfair discrimination. What control, in that case, can the Com- 
mission exercise over the state rate? The courts will not inter- 
fere with either interstate or state rates merely because they are 
low unless they are actually confiscatory. How much it may 
be reasonable and expedient for rates to be kept above the line 
of confiscation is a question of public policy to be determined by 
law-making bodies and commissions. 

The commission's authority over even interstate rates is re- 
stricted in a vital particular. Many state commissions may fix 
the absolute rates which must be charged, and the railways can 
neither advance nor reduce them. The Interstate Commerce 
Commission may prescribe reasonable maximum rates and pro- 
hibit unreasonable advances, but it cannot fix reasonable mini- 
mum rates or prevent unreasonable reductions. Suppose the 
commission prescribes for a certain territory a schedule of rates 
which it holds to be reasonable and non-discriminatory. All the 
railways in the territory but one may accept it. This one may 
choose to make a reduction at one point which will cause an 
unfair discrimination. The commission, in such a case, is power- 
less to prevent the reduction and the consequent discrimination. 
Suppose, again, that the railways in a territory show they are 
not deriving from all their rates enough net revenues to enable 
them to serve the public properly. At the same time they sug- 
gest advances in the rates on certain commodities. The com- 
mission may believe that the needed revenues should be secured 
by increasing the rates on a different group of commodities; 
but it cannot deal fairly or adequately with the situation because, 
while it can refuse the advances for which the railways ask, it 
cannot cause the advances which it thinks ought to be made. 

The competition between the railways in making rates often 
becomes so excessive as to result in unfair discriminations. Ex- 
isting laws prohibit agreements or arrangements between them to 
limit competition in interstate commerce. If the pooling of traffic 
or of earnings were allowed as in done in almost every other 
country, roads which desire to keep rates reasonable and non- 
discriminatory could offer inducements to their rivals to do so. 

The commission's authority over the way railways shall be 
constructed, maintained and operated is much more limited than 
its authority over rate-making. In numerous states the commis- 
sions, by general provisions of law, have been given extensive 
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discretionary control over the physical management of railways. 
In some states, by declining to issue "certificates of public con- 
venience," they can even prevent new lines from being built at all. 
In many they can order the construction and control the loca- 
tion of passenger and freight stations, prescribe the headlights 
that shall be used, require the installation of block signals, and 
regulate the furnishing of freight cars and the schedules of 
passenger trains. The authority over physical management given 
to such commissions is, as already shown, supplemented by hun- 
dreds of state laws regulating details of construction, mainte- 
nance and operation. On the other hand, the legislation enacted 
by Congress regarding physical management and operation is of 
a piecemeal nature. While the Interstate Commerce Commission 
prescribes the safety appliances used on locomotives and cars, 
it has nothing to say about block signals. It inspects and regu- 
lates locomotive boilers, but has no authority to regulate road- 
way and track. It may require the establishment of satisfactory 
through routes, but cannot interfere with an attempt by a lock- 
out or a strike to interrupt transportation and close all routes. 
It has no part in the settlement of labor disputes, which may 
have the greatest influence on the kind of service that will be 
rendered and on the cost of rendering it. When state legisla- 
tures and commissions, in the nominal regulation of state com- 
merce, impose on the railways requirements as to headlights, 
train crews and clearances, which affect interstate more than 
state commerce, the Interstate Commerce Commission cannot 
interfere; it has no authority over such matters. 

Comparatively limited as is the commission's power over the 
physical management of railways, its authority over their finan- 
cial management is still more restricted. Practically all railways 
are engaged in interstate commerce. Investors in them are 
scattered throughout the country. Yet, while many states regu- 
late the issuance of railway securities, the Interstate Commerce 
Commission is without authority over this part of the railway 
business. 

The facts presented in the foregoing portray an anomalous 
situation. The railway question is emphatically a national one. 
Most railways operate in more than one state and many lines in 
six, eight or a dozen. A vast majority of the traffic handled is 
interstate. There is no state in which the state traffic approaches 
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the interstate in amount, and in some the interstate traffic is 90 
per cent or more of the total. The Constitution, by repeated 
interpretations of the courts, makes the federal authority to 
regulate interstate commerce paramount to the state authority 
to regulate state commerce. The desirability of the assertion 
and exercise by the federal government of its paramount au- 
thority over commerce usually is recognized by the public with 
great promptness and clearness. Nobody would seriously con- 
sider a proposal to let each state deal separately with the tariff 
question, imposing duties that would affect both interstate and 
foreign commerce. The federal government exercises exclusive 
authority in the regulation of commerce on navigable waterways. 

Comparative Effects of State and Federal Regulation 

The present system cannot be defended on the ground that 
state regulation gets better results than interstate regulation. 
The national government, and especially the work done by the 
Interstate Commerce Commission, deserves credit for most of 
what is unquestionably good that has been accomplished. On the 
other hand, most of the questionable or positively bad results of 
regulation cannot be attributed to the federal government. 

In a few states, among which Wisconsin ranks first, most of 
the regulatory legislation has been intelligently and fairly 
drafted; the members of the commissions have been chosen be- 
cause of their special fitness, and have not allowed political or 
other improper influences to control them; and regulation has, 
in consequence, been fair and beneficial to both the railways and 
the public. But as to most states the opposite of all these state- 
ments would more accurately express the truth. Furthermore, 
the policies followed by the states, and even by states adjacent to 
each other, have been utterly wanting in consistency and uni- 
formity, and often have been directly conflicting. State legis- 
latures have passed most of the laws and state commissions have 
issued most of the orders affecting railway rates and operating 
expenses; and to them are fairly attributable most of the bad 
effects which railway regulation has had directly on the railways 
and indirectly on the welfare of the public. That this is the 
case will more clearly appear when we consider the policies which 
the states, on the one hand, and the national government, on the. 
other, have followed. 
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State Versus Federal Policies 

The states within the past four years have passed 442 laws for 
the regulation of the physical operation of railways. These have 
been supplemented by innumerable orders issued by state com- 
missions. In one respect, and in one only, have most of these 
laws and orders been alike. Practically all have tended to in- 
crease railway expenses. A large part have been enacted to 
enable special classes of persons having large political influence 
to benefit directly by the increased expenditures made necessary. 
This has been true, for example, of the many so-called "full 
crew" laws which have been enacted, the real purpose of which 
has been to compel the railways to employ men they do not need. 

The federal government has passed some laws tending to in- 
crease railway expenses. In some cases these have been enacted 
as the result of the pressure of interested classes. But there 
usually has been some justification for the federal laws which 
have been enacted. Furthermore, a federal law has the advan- 
tage that it applies uniformly throughout the coimtry. Finally, 
the Interstate Commerce Commission, in the administration of 
statutes affecting operation, usually has been intelligent and fair. 
It may sometimes manifest a disposition to give undue considera- 
tion to the wishes of the labor organizations ; but in the adminis- 
tration of the hours of service act, the safety appliance act, and 
the locomotive boiler inspection act, for example, it has usually 
given satisfaction to both the railway managements and the 
railway employees. 

The policy of the states regarding the issuance of railway 
securities has been extremely unsatisfactory. For years most of 
them let railways issue bonds and stocks without any supervision 
or control. There has been much complaint regarding the over- 
capitalization of some roads. Most railway corporations have 
been created by the states and if the states had not failed to 
exercise proper control over their financial management the 
over-capitalization complained of could not have occurred. 

The inconsistencies between the policies followed in different 
states is strikingly illustrated by the legislation in the adjacent 
states of Massachusetts and Connecticut. The Massachusetts 
law both required the issuance of securities to be approved by the 
railroad commission and specified the purposes for which they 
could be issued. Connecticut imposed no similar restrictions. 
The New York, New Haven & Hartford had charters from both 
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states. The laws of Massachusetts, if they alone had controlled, 
would have prevented the **high financing^' which was a main 
feature of the Mellen management of the road; but the laws of 
Connecticut permitted it. Therefore, it was carried on under 
the road's Connecticut charter regardless of the laws of Massa- 
chusetts. 

New York, Wisconsin and some other states have within re- 
cent years passed strict laws for the regulation of the issuance of 
railway securities. But when a railway is required to be char- 
tered under the laws of more than one state and to receive 
approval of security issues from more than one commission, the 
expenses and trouble incurred are needlessly multiplied and the 
subject is likely to be differently dealt with in different states. 
There is no reason for expecting or hoping that regulation of 
railway securities will ever be intelligently, fairly and beneficially 
conducted as long as it is left in the hands of forty-eight states. 

In 1906 and the years immediately following, numerous states, 
by legislation or the orders of commissions, and usually without 
any real investigation, required general reductions in freight 
rates. In many cases they made the state rates lower than the 
corresponding interstate rates. In more recent years the rail- 
ways have appealed to the legislatures and commissions of many 
states for the restoration of some of these rates, presenting 
masses of data showing the downward tendency of net earnings. 
Some advances in state freight rates have been allowed, as in 
New England, Alabama, Michigan and Missouri; but in most 
states the public authorities have been hostile to any considerable 
increases. 

Furthermore, many of the individual states try to so adjust 
the rates within their borders as to effect unfair discriminations 
in favor of shippers in their own states and against those in other 
states. The Interstate Commerce Commission in the Shreveport 
case attacked such an adjustment of rates which had been estab- 
lished by the Texas commission for the purpose of giving Texas 
shippers an advantage in certain markets in East Texas over 
shippers at Shreveport and other points in Louisiana. It held that 
the regulation of rates by the Texas commission was unreason- 
able and worked an unfair discrimination against interstate com- 
merce, and the Supreme Court of the United States upheld this 
conclusion. The Interstate Commerce Commission has been 
trjdng ever since to remove the discrimination; but so pertina- 
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cious has the Texas commission been in its efforts to maintain the 
unfair advantage of the shippers of its state that the Railroad 
Commission of Louisiana very recently filed another complaint 
with the Interstate Commerce Commission regarding the policy 
of the Texas commission. 

On the whole it must be conceded that the Interstate Com- 
merce Commission's regulation of freight rates has been much 
more intelligent and fair, and, consequently, less one-sided, than 
that of most of the states. In fact, there are now in effect many 
state freight rates which are lower than the corresponding inter- 
state freight rates, whereas, for reasons familiar to all students 
of the subject, state rates ought ordinarily to be higher than cor- 
responding interstate rates. 

Besides having been more fair as between the railways and 
the public, regulation of rates by the Interstate Commerce Com- 
mission has the advantage of being governed by national and not 
by local influences and considerations. The unfairness of the at- 
titude of most state commissions is illustrated by the fact that 
seven of them actually appeared in the Five Per Cent Case as 
parties in opposition to the proposed advances in freight rates in 
eastern territory, and that sixteen of them appeared as parties 
in opposition to the proposed advances in both freight and pas- 
senger rates in western territory. 

Conclusions Suggested and Changes in Regulation Needed 

The facs presented in the foregoing bring out clearly several 
points which are of much gravity and importance but which un- 
fortunately are not generally understood. They show that the 
Interstate Commerce Commission cannot be held solely, or even 
perhaps mainly, responsible for the serious reduction of railway 
net earnings, so far as it is attributable to regulation, because the 
Commission has not done most of the regulating. The federal 
authority over interstate commerce is exclusive, at least when 
exercised, and is paramount to that of the states over state com- 
merce. The facts show, however, that the Interstate Commerce 
Commission is exercising, and has been expressly empowered to 
exercise, practically no control over state regulation even when it 
affects interstate commerce and interstate regulation; while, on 
the other hand, state legislatures and commissions are so regu- 
lating state commerce as seriously to burden interstate commerce 
and to interfere with federal regulation. They show that in 
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regulating rates many states are trying to further the interests of 
their own people at the expense of those of the rest of the nation. 
They show that in their regulation of operation the states are 
often influenced by political and other improper considerations; 
that the requirements they impose upon the railway are con- 
sistent only in increasing operating expenses; and that most of 
the increases in operating expenses they cause have to be borne 
not by state but by interstate commerce, since interstate traffic 
constitutes the great bulk of the total handled. They show that 
in the regulation of the issuance of securities the states have been 
entirely inconsistent; that they have been excessively, negligent 
in some cases and excessively stringent in others. They show, 
if past experience is a safe criterion, that so long as the individ- 
ual states are left free to take their own heads the regulations 
imposed by them will be utterly wanting in uniformity, and even 
directly conflicting. 

The facts further show that the authority, even over interstate 
commerce, which has thus far been conferred on the Interstate 
Commerce Commission is incomplete and fragmentary. Its 
power over rates is merely the power to keep them from being 
made too high. It cannot keep them from being made too low 
even when this may be necessary to prevent unfair discrimination 
or to accomplish some other public purpose. It cannot authorize 
an agreement between competing railways regarding service or 
rates even though such an agreement would prevent unfair dis- 
crimination, reduce the cost of operation or result in improvement 
in the service. It has no part in the settlement of disputes be- 
tween railways and their employees, although the way they are 
settled may have the most potent influence on the character and 
cost of the service rendered. It can regulate the physical man- 
agement of the railways in only a few particulars, and it cannot 
directly regulate their financial management at all. The facts 
show, however, that with powers more limited than those of 
many state commissions, the Interstate Commerce Commission 
has done much less harm and a great deal more good than the 
regulating authorities of the states. 

The conclusions to which these facts point are clear. Neither 
the Interstate Commerce Commission nor any other body should 
be held responsible for the results produced by any system which 
it cannot direct and control. The results produced by our sys- 
tem of railway regulation will never be satisfactory until that 
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system is radically changed. As long as the states are allowed to 
regulate the railways without control by the federal government 
they are sure to continue to so regulate them as to impose 
burdens on interstate commerce and to interfere with federal 
regulation. But since our commerce among the states is vastly 
more important than that within the states, if the regulation of 
the one is to affect that of the other then the regulation of the 
larger and more important part of our commerce should be 
made supreme and controlling over the regulation of the smaller 
and less important part. The obvious way in which to do this 
is either to empower the Interstate Commerce Commission to 
regulate both state and interstate transportation or to so increase 
its authority over interstate transportation as to enable it to 
veto any action by state legislatures or commissions which will 
directly or indirectly burden interstate commerce or interfere 
with interstate regulation. There is no question about the power 
of Congress to do this. 



GOVERNMENT AND THE RAILWAYS* 

Business and government are beginning to understand each 
other better — a development in attitude born of expediency on 
the one hand, and an awakened consciousness of responsibility on 
the other. Business in its present form is a distinct social evo- 
lution, based on the elements of human dependence. In fact, it 
not only antedates organized society, but it was the one thing 
most conducive to the association of man without which he 
would still be encased in the shell of primitive darkness. 

As government sprung logically from the social organization, 
then a very simple analysis establishes the important part that 
the mere exchange of products and utilities has played in the 
whole scheme of things. This very obvious co-relation makes 
it difficult to account for the prejudice which government so long 
held for business. And yet we must not delude ourselves into 
the thought that the human element was lacking in this estrange- 
ment. The tendency of government is but the impulse of hu- 
manity. Laws are but the reflex of a controlling public desire — 

^Address by Honorable James M. Cox, Governor of Ohio, delivered at 
the fifth annual dinner of the Railway Business Association, the national 
association of manufacturers of railway materials, equipment and supplies, 
December ix, 19x3. 
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the act of government being as closely joined to the social or- 
ganization as the movement of the arms to the mind which 
directs them. 

So that we are brought confessedly to the proposition that the 
mass has been drawn into agreed opposition to the class. There 
is a high average of fairness in public opinion, the admission of 
which brings the thought that unfair advantages have obtained 
somewhere. As our government is designed to maintain the 
largest measure of equality and opportunity possible, then it must 
adjust itself to the useful function of correction. 

So-called big business was chartered by government, and if 
the child has been guilty of abuses, the parent is not blameless 
for permitting them to go on until they assume the form of a 
distinct menace to the industrial life of the nation. Everyone 
but the cynic grows into an acceptance of the philosophy that 
things balance up pretty evenly in the game of life, and it would 
seem that the agencies which by one form or another postponed 
the day of governmental regulation find the consequences falling 
upon them with some severity. On the other hand, the nation, 
now aroused from the lethargic spirit of letting well enough 
alone, finds the results. of its long neglect spread into every com- 
munity. 

The country is now facing a responsibility which must be 
met with candor and courage. Something must be done with 
the railroad question. Let us discuss it frankly in its important 
phases. 

First — The part which transportation plays in our affairs, and 
in the development of the country. 

Second — The real condition of the railroads, physical and fi- 
nancial. 

Third — The cause of the present confusion. 

Fourth — The remedy. 

Importance of Transportation 

It is surprising upon analysis of industrial activities to find 
the potential part that the railroads play. Ours is a great coun- 
try of vast domain. Our lands possess the diversified fertility 
which yields the extremes of com and cotton. Our mines give 
up the richest treasures in all the world. The genius of man 
lays hand on the waterpower of our rivers. We enjoy the vary- 
ing climates common to every region from St. Petersburg on the 



20 GOVERNMENT OWNERSHIP 

north to Palestine on the south. We attract the strong, red 
blooded people of all nations, and as they pass through the melt- 
ing pot of the American institutions, there comes from it that 
wonderful composite figure, the American citizen. And yet, with 
all these God-given advantages, what would it avail the great 
northwest to grow bread for millions if its products could not be 
transported all over the world, inducing in steady flow the yellow 
stream of gold? The south, facing the future with every prom- 
ise of restored commercial strength, would fall into stagnation if 
the means were not provided to convey cotton from the planta- 
tion to the spindles and looms of the globe. 

The great middle west, a giant in the part it plays in the 
affairs of man, would lapse into decline if transportation lines 
did not tap the fields of this vast universe. We are a great peo- 
ple because we produce practically everything necessary to 
civilization. We are essentially a nation of traders, because the 
north, south, east and west must sell to and buy from each other. 

We are a concrete mass in commerce because the genius of 
man has solved the problem of distance and isolation. Lay down 
the map of the republic and trace the network of railroad lines. 
In combined mileage they span the distance from the earth to 
the moon. They pierce every state. In 1912 they transported 
1,019,658,605 passengers. Over every mile of track were carried 
more than a million tons of freight and 138,169 passengers. 

The vast organizations are held together by a spirit as im- 
pressive as that dominating an army. No order of loyalty ex- 
ceeds that of the vast majority of officers, while the privates 
unflinchingly face dangers every day that would try the metal 
of the seasoned soldier. 

The great trunk lines and feeders resemble the circulation sys- 
tem of the human body. 

And if you lay your finger on the pulse of the railroad organ- 
ism you have certain and unmistakable symptoms of the coun- 
try's prosperity or adversity. One out of every twelve male 
adults in this country is employed by the railroads. Their con- 
tribution to labor and manufacturing makes up one-twelfth of 
the commerce of the land. No city of any size has grown with- 
out a railroad. 

Certainly none will deny how important the railroads are and 
how essential it is to conserve this utility, and by this is meant, 
protection from unwise operation, and a guarantee of measurable 
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safety to the individual and institutions that have hazarded their 
capital. The health of the railroads is very far reaching, when 
we consider that aside from the ordinary investor, life insurance 
companies, holding in their hands the hopes and expectations of 
almost thirty million policyholders, have invested one and a 
quarter billion dollars in railroad securities. 

Condition of the Railways 

Now, what is the condition of the railroads? We have en- 
joyed unprecedented prosperity. Commerce has its ups and 
downs but the tonnage of the railroads continues stupendous. 
Terminals in every city are insufficient. There is congestion at 
these points which interferes with the normal tide of travel. 
Service is beginning to show the lack of old time regularity 
Rolling stock is inadequate in some respects. The development 
of the country makes a call on the railroads for extensions and 
equipment, which finds an enforced feeble response. They could 
advantageously to the public use hundreds of millions of dollars 
right now. 

Three years ago James J. Hill, with a vision that was almost 
prophetic, stated that the railroads should for five years expend 
a billion dollars annually for construction, if they were to handle 
the business of the country efficiently. He predicted congested 
terminals, and vastly inadequate facilities, and events show the 
wisdom of his observation. 

With the public and the railroads in agreement on the prop- 
osition that the march of progress has passed the transportation 
business, the fact remains, that the railroads cannot borrow the 
money to provide for the situation. Short time notes have been 
given to meet current and emergency expenses, and if the banks 
of the country were to demand payment we would be in the 
throes of a well organized panic. Investors have been driven to 
other fields, notwithstanding no business is based on a more 
stable utility than that of the railroads. The amount of securi- 
ties listed on the New York Stock Exchange by steam railroads 
in 1912 was the smallest in ten years. 

Railway Regulation 

While there can be no difference in opinion with reference 
to the utility of the railroads, their present physical and financial 
condition, and the necessity of their conservation, there may be a 
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vast divergence in views with reference to what has brought 
about the present situation and the correct remedies which must 
come from both the common sense and fairness of the American 
people. Where symptoms are so well marked it seems to me that 
the diagnosis ought to be measurably easy. You hear in many 
quarters the statement that adverse legislation and the policy of 
regulation by the government — state and federal — are the largest 
contributing factors. I do not subscribe to this view. In fact, 
sane regulation will become the ultimate salvation of the business. 

One cannot resist the thought, when he surveys the abuses of 
overcapitalization, financial adventure and personal exploitation, 
that the mistake in regulation has been that it didn't come soon 
enough. Prior to regulation by government 20 per cent of the 
railroads of the country were in the hands of receivers. This 
was the situation in 1894. It cannot but be regarded as signifi- 
cant that the New York Central, Baltimore and Ohio and Penn- 
sylvania Railroads, with a combined capital stock of $934,000,000, 
have issued since 1900, during the period of increased regulation, 
stock to the amount of $548,000,000, upon which they realized 
more than $600,000,000 in cash, the securities having sold at a 
handsome premium. 

No one will contend that the laws in some of the states have 
not been unduly burdensome. The truth is that in the political 
affairs of a nation the two harmful elements are cowardice and 
corruption, and as debasing as corrupt influences have been, the 
ultimate harm from cowardice in public station has been infinitely 
greater. Personal political expediency is too apt to rise trans- 
cendent to the public welfare. There has been a regrettable 
absence of that order of courage to withstand some legislation 
born of prejudice against the railroads, and I believe you gentle- 
men will agree that this prejudice developed in considerable 
degree because of the unwise and, in some instances, reprehen- 
sible administrative policies of some companies. 

No one will seek to condone the practice of milking railroads 
in order that the executive officers and directors might be il- 
legally and immorally given vast fortunes through the artful and 
insidious method of contracting with themselves for construc- 
tion work. No man in conscience will avow the propriety of a 
wildcat policy in the issuance of securities. No community in 
America will produce the man who will attempt to justify the 
practices which have shaken the confidence of the conservative 
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thought of New England. These abuses of power, like every 
other disaster, in social or economic life, have their compensa- 
tions. There is always a hidden blessing which plays its part 
in working out an ultimate evolution along the lines of morality 
and sound business policy. There is no saying more truthful 
than that the hazard always makes the man; and it is fortunate 
that over the wreckage of these misguided projects there come 
men with a vision, a humanity and a courage which give hope to 
this whole country, which cannot but look upon the situation 
with grave concern. 

The method of regulation by government which prevents 
preferential rates and rebates is not only helpful to the railroads 
themselves, but it is a dignified participation of government. 
These quasi-public corporations spring into life by the consent of 
society through the agencies of government. That is the first and 
essential element of vitality to the project; and the institution 
responsible for the birth of the corporation not only has a con- 
stitutional right to retain a reserve power of control, but the 
moral obligation to do so is just as binding. The piisconduct of 
the child is a reproach upon the parent if he has been remiss in 
his duty. It is unfortunate that the railroads in their failure 
to recognize the ultimate advantage from regulation, drifted for 
a time into a nation-wide policy of resistance, and this resulted 
in some instances in a too large corporate participation in politics. 

The Remedy 

Now, what is the remedy? 

First of all, we might just as well recognize at the outset 
that a puritanical severity with stockholders who honestly ac- 
quired their securities is not going to do any good. The thing 
to do is to restore the patient and then prescribe and enforce a 
diet and behavior which will prevent recurrent illness. The man 
who stands for progressiveness in government bases his plea 
upon the theory that all things are changing; that man and his 
activities must fall into inevitable subjection to the laws of evo- 
lution; and we remind the ultra-conservative that things not 
only change in business, in professions, in the sciences, in all the 
agencies of life itself, but that each age brings its changes in 
accepted fundamentals of justice. 

Our fathers subscribed to many things in full conscience that 
arc shocking to present day ideals. My reference is obviously 



24 GOVERNMENT OWNERSHIP 

to the oflFense for witchcraft, imprisonment for debt, and the 
property qualification in suffrage. We must therefore be con- 
sistent and recognize this as fundamentally just — that the trans- 
gression of yesterday cannot and must not be measured with the 
ethical yardstick of today. It is more creditable, I feel sure, to 
adhere to this doctrine than to frame a policy of confiscating 
the holdings of present owners who are in no way to blame for 
the abuse of those who sold them. 

Some may contend that the government is not the guardian of 
the people in their traffic regulations, one with the other, but that 
does not reach the question of the government's neglect for 
years in permitting its corporate creature to run amuck. We 
have in illustration of this thought, the developments of today in 
the affairs of the New Haven road. The whole country stands 
appalled. A great property builded on the resources, thrift and 
pioneer morals of New England, has been drained of its very 
blood and bone, through methods that inspired the divine com- 
mand "Thou shalt not steal." Of the 22,000 stockholders, half 
are women, many are estates and trustees, a circumstance which 
speaks the confidence of those now dead. What excuse has gov- 
ernment to offer those who lived secure in the thought that it 
protected the defenceless? What word have the states, respon- 
sible for this outrage, to utter in explanation? It would have 
been impossible of accomplishment in any progressive state. I 
feel sure the federal government in its present hands will not 
remain dumb to the constitutional command of absolute control 
over interstate commerce. 

As the responsibility was divided in the first instance, there 
should now be common acquiescence, as between the government 
and the railroads, in the suggestion to seal the past and pro- 
ceed in making of a better order of things on an entirely new 
base. 

If we concede that the agencies of transportation must be 
healthy in order that the country can grow and develop, then, 
regulation must proceed on the theory that what society imposes 
on the railroads, society itself must pay for. If increased taxes, 
larger compensation for labor, the application of safety devices, 
the maintenance of expensive schedules and other things, are 
insisted upon by society, through government, then the railroads, 
like any other institution, must be given the right and the facility 
to distribute the burden. The business man meets the increased 
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cost of his products by adding to his selling price. Augmented 
costs, due to short crops, or other unseemly circumstances, fall 
generally upon consumption. If the industry involved were to 
bear it alone and government prevented the distribution of 
added expenses, there would be but one result— disaster. So 
that if we expect the railroads to draw from their earnings to 
meet the changed and developing conditions of the day, they 
must receive the same consideration shown to other business 
enterprises, or the result with them will be the same — disaster. 

You cannot buy land for terminals; lay tracks of steel to 
accommodate the growing traffic of the nation; build spurs to 
mines, cities or agricultural centers, without an increased cost in 
investment. You can't sell the securities unless the public is 
assured of a return on the outlay. 

Every phase of the fiscal situation with the railroads sug- 
gests that something be done to establish in the mind of the in- 
vesting public some fixed idea, not only of the inherent value of 
the railroads, but a national policy, securely supported by an 
intelligent public opinion, must be framed for the conservation of 
the transportation utilities, and you cannot conserve the business 
without conserving the confidence of the country. Railroad men 
everywhere admit that a new day in the affairs of this industry 
has arived, and that the old order of things is displaced, first 
by the impossibility of extensive exploit and adventure, and, 
second, by a new moral code which seems to be finding adoption 
everywhere. The policy of dealing above board with the gov- 
ernment, public and shipper, will become the real asset of the 
railroads. The government is the best agency to give dignified 
and effective exploitation of that plan. If a railroad corporation 
desires to work out a project of extension or improvement, and 
votes a perfectly honest issue of securities, with every intent to 
disburse them in good faith, the very essence of the whole trans- 
action inspires confidence which will be widespread if some 
agency without the railroad organization certifies the legitimacy 
of the enterprise. 
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THE RAILROAD INDUSTRY^ 

Consider for a moment what the railroad industry means to 
this country. 

1,848,883 employees to whom it pays $1,390,025,286 in wages. 

Forty-four cents of every dollar spent by the railroads is paid 
to labor. 

9,244,015 persons dependent upon it for a living, if families of 
employees be counted. 

1,000,000 workers in plants furnishing railroad material and 
supplies; 5,000,000 counting their families. About 25 cents on 
each dollar received are paid out for materials and supplies, the 
bulk of which goes into the pay envelopes of those who produce 
them. 

1,500,000 holders of stocks and bonds, owners of this indus- 
try, representing at least 6,000,000 persons in the United States 
whom it thus helps to support. Railway bonds constitute 49 per 
cent of all bonds held by savings banks. 

20,000,000 persons, over one-fifth of the population, are di- 
rectly or indirectly interested in the financial results of this in- 
dustry. 

$2,164,851,210 paid out by this industry in 1913 for expenses 
of all kinds, equivalent to $23.33 for every man, woman and 
child in the United States. Railroad income flows back to the 
people. 

$129,191,880 paid in taxes in 1913 for the support of national, 
state and local government, equivalent to $1.43 for every in- 
habitant of the United States. The railroads are the country's 
largest taxpayers. 

Result of railroad operations for the fiscal year ending June 
30, 1914, compared with the previous fiscal year showed : 

Gross earnings Decreased, $44,000,000 

Expenses and taxes Increased, 76,000,000 

Net operating income Decreased, 120,000,000 

Taxes alone Increased, 12,610,40a 

Average dividend paid in 1913, 4.28 per cent and of total 

* From address by Howard Elliott, President of th« New York, New 
Haven and Hartford Railroad Company, to the Alumni Association of the 
Massachusetts Institute of Technology, January 9, 19 15. 
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capital stock one-third paid no dividend and 10 per cent of 
total funded debt paid no interest. 

The American railroads perform a greater service per mile 
of line at a cheaper rate and pay higher wages than any other 
railroads in the world. 



NEWLANDS OPENS CARRIERS INQUIRY* 

WASHiNGTON,November 20. — The first session to-day of the 
joint congressional committee investigating the broad subject of 
transportation developed into a preliminary meeting at which 
Chairman Newlands made a general statement of the purposes 
of the investigation. 

It will relate to every phase of the transportation question, 
the rail carriers, the river carriers, and the ocean carriers, and 
the perfection of a harmonious system of transportation embrac- 
ing rail, river, and ocean carriers that will meet the demands of 
interstate as well as foreign commerce, and it will also be applied 
to telegraph and telephone lines; express companies, and other 
public utilities. 

It will embrace not only the subject of government control 
and regulation of these utilities, but also the wisdom and the 
feasibility of government ownership and the comparative worth 
and efficiency of government regulation and control as com- 
pared with government ownership and operation. 

It will not be possible for us to conie to a speedy conclusion 
regarding all questions, but that conclusion will be more quickly 
arrived at if we have the sympathetic aid of practical men who 
for years have been conversant with the practical side of the 
transportation question, of the economists and publicists, of rail- 
way executives and workers of commercial bodies, farmers and 
manufacturers, and shippers generally. 

Government Ownership 

Referring to government ownership. Senator Newlands said: 
"It is a question that must be faced. Other nations far ad- 
vanced in civilization have adopted the system. Recently, under 
the stress of war, almost all European governments have taken 



^ New York Evening Post, November 20, 19x6. 
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over the railways. Whether that will be a permanent taking 
over or only a temporary one, it demonstrates that, in conditions 
of great crisis, when autocratic powers must be given to the 
government, all intelligent governments drift toward absolute 
and complete operation of the roads as the only solution of the 
question. 

"If we pursue the exercise and the study of government regu- 
lation wisely, persistently, and energetically, we may create such 
a system of regulation as will meet every requirement, both in 
time of peace and of war, and in exigency or crisis. But it i 

seems to be a wise thing for the government of the United 
States to ascertain now the history of the countries that have 
adopted government ownership and operation of railways; and 
to watch the experiences of the European countries in this great 
war in this regard. 

"In this connection will come the question of the method of 
taking over the railroads. Shall it be accomplished by an actual 
valuation of the railways and a condemnation of them, or shall 
they be taken over by the easier method of taking over the stocks 
and the bonds at their market value, thus at one step having 
the national government take the position of stockholder and 
security holder in these great corporations?" 

Calls Strikes Barbaric 

Strikes as a means of settling labor disputes. Senator New- ^ 

lands characterized as "the most barbaric and brutal of pro- 
cesses." 

"The question is," he added, "whether a nation pretending to 
some degree of civilization, which has eliminated the doctrine 
of force from application to controversies between man and 
man, and which furnishes judicial tribunals for the settlement 
of those controversies, and which is now and has been for years 
endeavoring internationally to secure a system under which the 
nations of the earth will create similar tribunals for the adjust- 
ment of international disputes without resort to force — ^whether 
a civilized nation can be content to perpetuate the existing con- 
ditions of things." 

Hours and wages of employees must be considered carefully. 
Senator Newlands declared, because "the burdens which consti- . 

tute the operating expenses of these corporations are in time ti 

transferred to the shippers." He added : "They cannot long rest 



OF RAILROADS 29 

upon the investors, for if they rest upon them too heavily there 
will be a decline in the securities, and a consequent difficulty in 
securing the money for improvements and extensions, and thus 
the public demands themselves will not be met." 

Senator Newlands outlined the proposals to reorganize the 
Interstate Commerce Commission and to create federal agencies 
which might supplant state authorities in exercising control over 
railroad financing. He said: 

"The question will be considered as to whether the commission 
is now overloaded, and if so, whether this difficulty should be 
met by relieving it of many of the supervising and administrative 
duties which it now exercises, or by enlarging and subdividing 
it so as to enable it to meet the strain of its various duties. 

Control of Securities 

Another question of importance that will come up will be the 
question of the control of railway and other public utility securi- 
ties. As it is, most of the state public utility commissions are 
regulating the issue of securities upon the railroads within the 
boundaries of the state over which each has jurisdiction. 

It is suggested that the United States government by reason 
of its power over interstate commerce should create a tribunal 
for that purpose or give such control to the Interstate Com- 
merce Commission. So the question of state rights will be in- 
volved in this most interesting subject. 

There will also come up the question as to whether the na- 
tion or the states should create the great organizations that serve 
the purpose of interstate commerce. Thus far we have been 
content to allow the states to create these corporations, these rail- 
road companies. 

Commenting on suggestions that railroad taxation be put in 
the hands of federal authorities exclusively. Senator Newlands 
said: 

"We find the greatest diversity in the tax laws of various 
states, some states imposing heavy burdens upon these corpora- 
tions, and others imposing very light burdens, some taxing only 
the visible property, others taxing the intangible thing termed a 
franchise ; some of them adopting the market prices of the stocks 
and bonds as the standard measure of valuation, others content- 
ing themselves simply with the physical valuation of the actual 
property within the boundaries of the state." 
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IS GOVERNMENT OWNERSHIP IN SIGHT?* 

Prior to about fifteen years ago, there was little discussion 
of and practically no demand for government ownership of 
railroads in the United States. One of the most significant 
trends of the public thought of today is the growing demand 
for such ownership, and this, too, nothwithstanding the efforts 
made by the federal government, as well as state authorities, 
through regulation, to forestall such action. It is not my pur- 
pose to set forth the causes for this growing demand. I wish 
merely to call attention to what I consider some of the salient 
factors in its evolution. 

By the Spooner act, approved June 28, 1892, the President 
was authorized to purchase from the French Maritime Canal 
Company, for the sum of forty millions of dollars, all of its 
property and franchises, including the Panama Railroad. This 
railroad thereupon became the property of the United States, 
although retaining its corporate entity as the Panama Railroad 
Company. From the time of its purchase to the present, it has 
been practically maintained and operated by the government, and 
will continue so to be after the Panama Canal is in operation. 
Although this railroad has been used mainly as a necessary aid 
in the construction work of the canal, it has been doing an ever 
increasing commercial business and has been doing it success- 
fully. The ownership and operation of this road by the govern- 
ment has accustomed our people in some measure to such a 
policy and lessened, in some degree, the hostility thereto which 
generally existed throughout the country prior to its acquisition. 

Another factor in aid of the propaganda for government 
ownership occurred at Madison Square Garden, August 20, 1906, 
when the present secretary of state, Mr. Bryan, upon his return 
from his trip around the world, declared : 

I have reached the conclusion that there will be no permanent relief 
on the railroad question from discrimination between individuals and be- 
tween places, and from extortionate rates, until the railroads are the prop- 
erty of the government and operated by the government in the interests of 
the people. 

This declaration was made less than two months after the 
enactment of the Hepburn act prohibiting discriminations as 

^ By John J. Esch, member of the Newlands Investigating Committee. 
Published in the Railway Age Gazette. 56: 9-10. January 2, 1914. 
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between places and individuals and giving the Interstate Com- 
merce Commission full authority to regulate rates. Notwith- 
standing the beneficent effects of the Hepburn act and the more 
recent act of 1910 amending the Interstate Commerce Law, Mr. 
Bryan has not renounced the position he took in his speech at 
Madison Square Garden, and he is a most potent factor in the 
government today. That he crystallized the unexpressed thought 
of many citizens is doubtless true, although neither the Repub- 
lican nor Democratic Party has given this policy its indorsement. 
In this connection, the fact must be noted that the Socialist Party, 
which believes in government ownership of public utilities, in- 
cluding railroads, is a growing party in the United States, and 
in the election of 1912 cast for its presidential electors over 
900,000 votes. 

Another factor which is leading our people along the line of 
government ownership of railroads and lessening hostility to it 
because of socialistic or paternalistic grounds, is the growing 
encroachment by the government in the field of private enter- 
prise. The establishment of gun and ammunition factories and 
powder plants, and the present interest in the construction of an 
armor plate plant, are examples in point. 

Another powerful factor which is advancing the government 
ownership propaganda is the increasing demand on the part of 
municipalities throughout the United States for the ownership of 
public utilities, such as gas, electric, water and power plants. 
One municipality, San Francisco, has recently voted to take over 
a portion of its street car lines. 

The present Congress, in legislation which is now pending, 
exhibits a marked tendency in the direction of ultimate govern- 
ment ownership. The House Committee on Post Offices and 
Post Roads, in the appropriation bill which it is about to report, 
recommends the appropriation of $100,000 for the purchase by the 
government of railway postal cars, the justification therefor being 
that such ownership would reduce the cost of rent of cars now 
being paid by the government to the common carriers. Con- 
gressman Lewis of Maryland, in cooperation with the officials 
of the post office department, has drafted a bill providing for 
the purchase by the government of telephone lines, the same to 
be operated in connection with the postal business and under 
the direction of the post office department. The bill further 
provides that telegraph instruments be connected with the wires 
of these companies so that a telegraph business can also be 
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conducted. This bill, or one of similar purpose, will have the 
endorsement of the postmaster-general and the President. It 
is significant that Postmaster-General Hitchcock, in the last ad- 
minstration, made a similar recommendation, but the same did 
not meet with the approval of the then President 

Most significant of all is the bill which is now being con- 
sidered in the Senate and House, authorizing the President 
of the United States to locate, construct and operate a railroad 
or railroads in the territory of Alaska. Under * this bill, the 
President has the power of detailing officers, hiring experts, 
letting contracts, constructing wharves and docks, and all other 
structures necessary in connection with the proposed lines. He 
is also authorized to receive compensation for the carriage of 
freight and passengers, and to have these lines "perform gen- 
erally all the usual duties of a common carrier, for hire." For 
the above purposes, the secretary of the treasury, upon the order 
of the President, is authorized, "to borrow on the credit of the 
United States, the sum of $35,000,000 or so much thereof as may 
be necessary, and to prepare and issue therefor, coupon or 
registered bonds of the United States." 



GOVERNMENT OWNERSHIP OF RAILWAYS' 

So far as I can learn, neither in Congress, nor in any other 
forum, has there been anything like a full review of the argu- 
ments likely to be advanced by the advocates and opponents of 
the measure. In newspapers and magazines, and in an occas- 
ional speech, there have been allusions to only a few points on 
each side. So it is quite an open field for discussion. 

Affirmative 

In behalf of the proposition, I take it that the arguments may 
be divided into two classes — governmental and individual. 
Ownership of railways would strengthen the government: 

1st. Because, in times of peace, it would enable the govern- 
ment quickly and secretly to discover frauds on the revenue, in 
the sale and transportation of liquor or tobacco that has not paid 
the tax, or in the transportation of smuggled goods. 

2d. In the immediate and absolute control of rolling stock 

^ By Judge Charles W. Dustin. Ohio State Bar Association. Proceed- 
ings. 36: 7^-93* 1915* 
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and all facilities for mobilization of troops and shipment of 
supplies in time of war. 

As to benefits that may accrue to the individual citizen, 
through government ownership, it may be argued: 

1st. That the government, by reason of its superior credit, 
would be able to borrow money at a lower rate of interest than 
private companies, for railway construction, and, its railways 
being operated for no financial purpose except to pay the ex- 
pense thereof, and interest on the bonds issued for their pur- 
chase, and the creation of a sinking fund for the gradual pay- 
ment of the principal, and for repairs, improvements and ex- 
tensions, the element of dividends to stockholders being entirely 
eliminated, passenger and freight rates would be more reason- 
able, the cost of living reduced, and general business greatly 
facilitated. 

2d. That rules for the operation of trains would be uniform 
throughout the country, and not subject to variations or changes 
according to the whims of superintendents, and would be gen- 
erally understood by employees and passengers. Moreover, 
they would be more strictly observed and enforced, increasing 
the average degree of safety. 

And this because : 

(a.) Competition being eliminated, there would be no mo- 
tive to run at a hazardous speed. 

(b.) No part of the earnings being necessary for the pay- 
ment of taxes or dividends, a greater sum could and would 
be devoted to the better construction of road-bed and rolling 
stock. 

3d. Stations, bridges and embankments, instead of being 
unsightly, as they now often are, could and would be made more 
beautiful and artistic (because not subject to taxation therefor) 
and add largely to the attractiveness of railway property and 
the general beauty of the landscape. 

4th. The stocks and bonds of railways, now held in such 
vast sums by investors, great and small, which are of uncertain 
value and subject to frequent changes, would be supplanted by 
government bond issues for their purchase, which would be 
steady and certain in value, readily salable, and available every- 
where as collateral. 

5th. There would be no motive for the manipulation of rail- 
way properties for the individual enrichment of officers and 
directors. 
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6th. There would be harmony of operation everywhere 
among the lines that are now jealous and hostile and working 
at cross-purposes. Connections would be made wherever and 
whenever it could reasonably be done ; and mileage tickets could 
be issued that would be valid on any line. 

7th. Rolling stock could be ma^e from standard patterns in 
immense quantities and at lowest possible cost, making a saving 
which would inure to the benefit of passengers and shippers. 

8th. In case of special demand on any one or more lines all 
other lines would be subject to call for rolling stock not then in 
use. This would apply to passenger and freight traffic, and 
would be of immense benefit in the moving of crops and the 
accommodation of passengers for great and unusual occasions. 

9th. There would be a uniform system of accounting, and 
superintendence and other managing service could be combined. 
Attorneys, advertising and legislative agents, and many officials 
necessary to private corporations, could be abolished, thereby 
saving large expense which would not have to be met by pas- 
senger and freight rates. 

loth. In case of accident on any road-bed, detouring would 
be a simple affair, because all lines would be subject to orders 
for the accommodation of any; and the same would apply to 
wrecking apparatus, supplies, cars and engines. 

nth. More men would be employed, and at higher wages; 
because of the tendency of the party in power to increase and 
reward its constituency. 

1 2th. All moneys now paid to railways by Post Office De- 
partment, for the carriage of mails, would be saved. 

13th. Railways would not be hampered by state legislation, 
which varies according to the political complexion of the general 
assemblies ; Congress alone having power to control. 

Even in the exercise of its police power, which is very broad, 
a state may not run contrary to government regulations. 

In Hannibal v. Hudson, 95 U. S., 471, it was held that : 

Whatever may be the nature and reach of th« police power of a 
state, it cannot be exercised over a subject confided exclusively to Congress 
by federal constitution. It cannot invade the domain of the national gov- 
ernment. ... It may not, under the cover of exerting its police powers, 
substantially prohibit or burden either foreign or interstate commerce. . . . 

-Since the range of a state's police power comes very near the field 
committed by the Constitution to Congress, it is the duty of courts to 
guard vigilantly against any needless intrusion. 
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In New Orleans v. Louisiana, 115 U. S., 661, it was held 
(opinion by Harlan, J.) : — 

Definition of the police powers must be taken subject to the condition 
that the state cannot in its exercise, for any purpose whatever, encroach 
upon the powers of the general government, or rights granted or secured 
by the supreme law of the land. 

Negative 

Considering the other side of the proposition, it may be re- 
marked that there was a time when a constitutional amendment 
was thought necessary, by many lawyers, to enable the govern- 
ment to take over the railways in time of peace, by purchase or 
condemnation. From the foundation of the government to the 
construction of the Panama Canal and the purchase of the 
Panama Railway, it had never been done, although in a Central 
Pacific case, hereafter cited, it was held {obiter) that the gov- 
ernment might "construct" railways. But the right to do so is 
now generally conceded. The Interstate Commerce Act seems 
to have broken down the barriers of adverse legal opinion on 
the subject. And, it having been declared that a railroad is a 
"post road" (Section 3964, U. S. Rev. Stat., 1878, and 142 U. S., 
615), it is now generally believed that intra-state as well as inter- 
state railways are subject to control and ownership by the 
general government, although no legislation to that end has been 
enacted except such as applies to the Canal Zone and Alaska. 

In the great National Bank case, McCullough v. Maryland, 
17 U. S., 429, it was held that the government had a right to 
create a corporation which would assist in the operation and exi- 
gencies of government. It would seem to be logical that what 
it may grant to others to do it may do itself, provided it tends to 
carry out the functions of government, as for instance in the 
establishment and operation of post-roads. 

Chief Justice Marshall, in his opinion in the bank case, says : 

The government, which has the right to do an act, and has imposed 
on it the duty of performing that act, must, according to the dictates of 
reason, be allowed* to select the means; and those who contend that it may 
not select any appropriate means — ^that one particular mode of effecting 
the object is excepted — ^take upon themselves the burden of establishing 
that exception. 

In case of California v. Central Pacific Railroads, 127 U. S., 
I, it was held that : 

Congress has tfuthority, in the exercise of its power, to construct, or 
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authorize the individual or corporation to construct railroads across the 
states and territories of the United States. 

And the right of eminent domain in such cases seems to be 
clear. In the case of In re Rughheimer, 36 Fed., 369, it was 
held that: 

Without doubt Congress, representing as it does, in the House of 
Representatives, the sovereignty of the people, and in the Senate, the 
sovereignty of the state, can, whenever it deems necessary, order private 
property to be appropriated for a public use. 

Again, in case of Ex re Montgomery, 48 Fed., 900, it was 
held: 

Eminent domain is the supreme dominion the sovereign power has over 
all the property within its jurisdiction, coupled with the absolute right to 
appropriate such property against its owner for the promotion of the 
general welfare, or as public necessity may require. It pertains as a nec- 
essary, constant and inexhaustible attribute to sovereignty, and therefore 
does not depend upon its constitutional recognition or legislative enact- 
ment. 

The constitutional objection, therefore, being no longer con- 
sidered serious, other objections may be summarized as fol- 
lows : 

1st. The party in power at the time of the purchase would 
have the right to appoint the vast army of employees, now es- 
timated at eighteen hundred thousand persons, one-tenth of 
the voting population of the country, which, with a sure increase 
of numbers and wages, would give it such an advantage that it 
would be next to impossible to remove it from power without 
revolution; and opportunities for graft and corruption would be 
almost without limit. In the Intercolonial Railroad of Canada 
even brakemen are appointed on. the recommendation of party 
committees, and the road is concededly run as a party asset and 
at a loss. 

2d. That the quality of service under such conditions would 
be inferior, and employees would not be subject to the inspec- 
tion and discipline that servants of private corporations must 
undergo, and that sinecures would be created and incompetents 
employed, on account of political influence and for political re- 
ward and not on account of skill or merit. 

3d. That a system of pensions would inevitably be created 
to provide for employees of great age or long service, thus re- 
moving motives for economy and thrift, and the employment of 
such energy and ingenuity and attention to duty as will increase 
efficiency and induce promotion. 
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4th. That the cost of purchase would be so enormous that 
the government would be hopelessly in debt for generations to 
come, crippling its credit in the money markets of the world, 
reducing the value of its present and future bonds, and leaving 
us in a helpless financial condition, in case of war, or other great 
emergency, requiring the speedy use of immense sums of money. 

5th. A large number of roads (about half) pay nothing to 
their stockholders ; and in case of floods or great accidents must 
make up deficits by borrowing money from year to year waiting 
for a profitable increase. 

If the government were the owner, it would have to make up 
the deficit by some new form of taxation, or increased rates in 
old forms, or by both, to the distress of the now burdened and 
always complaining, tax-payer. By this process the citizens of 
populous communities, where railways are profitable, would have 
to contribute to pay the losses of far-away railways in sparsely 
settled districts. 

6th. New lines and extensions of old ones would not be 
made to meet the wants of special communities unless such 
communities were influential in Congress through party leader- 
ship. The willingness of local capital to assist in the enterprise 
would have nothing to do with it. It would depend upon the 
power of influence at Washington, and the slow process of legis- 
lation. Emergencies could not be met by the speedy action of 
a board of directors. What the delay of legislation means, is 
indicated in the time now consumed to put through a measure 
that is indorsed by the President and the party in power. 

Railway enterprises for special communities would become 
a part of the national "pork-barrel," and a matter of trade be- 
tween members of Congress. 

7th. Maximum rates, even of intra-state lines, would not be 
fixed by legislatures but by congress. Local influence or pres- 
sure would amount to nothing, except as the community might be 
represented by a member of the party in power or a member 
of large influence. 

8th. In case of damages to passengers or the goods of ship- 
pers, through negligence, there could be no recovery at law. 
Compensation or reimbursement would be entirely voluntary, 
or by special enactment— again dependent on political influence. 

9th. All railway properties would be withdrawn from taxa- 
tion, and local and state treasuries everywhere would fall that 
much short in their sure receipts, and the deficiencies would have 
8 
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to be made up by increases on other property, or by new forms 
of taxation; for all the revenues of the railways, of course, 
would go into the federal treasury. 

loth. The question of safety is open to argument, and must 
be settled by experience. It may very plausibly be argued that 
an increased number of employees under government ownership 
would tend to divide responsibility; and these employees, being 
appointed for political reasons and not on account of experience 
and capacity, would be less skillful than employees on private 
lines, and would be in less fear of blame or discharge; and the 
menace to the companies of punishment by financial responsi- 
bility would be gone. In France, accident statistics show a 
percentage in favor of the private lines. 

Damages, if paid at all, through the finding of a court of 
claims, voluntarily established, would be paid by the national 
treasury, instead of by stockholders of the road directly responsi- 
ble. 

Furthermore, it is pointed out that one of the greatest rail- 
road systems of the country operated last year its entire main 
line and branches without killing a single passenger. There 
could be no improvement on that degree of care. 

nth. Through the Interstate Commerce Commission, and 
the state commissions, railways have been thoroughly regulated 
during recent years; so that the old complaints against the dis- 
criminations and arbitrariness of railroads have disappeared, and 
new complaints are promptly heard and disposed of. 

Indeed, it is a question if these regulations and prosecutions 
have not been overdone, and amount to persecutions and harass- 
ments ; the effect being that no new railways of consequence have 
been built since 1912, a condition of stagnation in railway con- 
struction not known in fifty years. New constructions have been 
chiefly double-tracking and side-tracks. 

If the government becomes the owner of the railroads, it will 
be in a great measure disarmed. It will not be disposed to crit- 
icize itself. The party in power which will be the virtual manager 
of the railway department, will not encourage complaints or 
investigations, because of their political effect, and the public will 
relapse into its old indifference and discouragement as to railway 
dominance. 

I2th. The argument from the results of experience is as 
strong as any. What government ownership may do for us is 
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problematical. What private ownership has done, with govern- 
mental encouragement, is history. 

Recognizing the fact that a railroad is the one essential and 
vital thing to the development of any country, the United States 
Congress early adopted the plan of railway encouragement by 
gifts of alternate sections of public lands along the line of pro- 
posed construction. States, counties and municipalities caught 
the fever, and in various ways assisted in the work. The result 
was the most rapid and wonderful development that ever fell to 
the lot of any nation, and today about 37 per cent, of the rail- 
way mileage of the world may be found in the United States^ 
covering some 258,000 miles. 

Now that we have grown and flourished beyond the dreams of 
our forefathers, and values have multiplied chiefly as a result of 
the railways, there are those who say that the government was, 
in its early policy, too generous. 

Whether it was or not, can never be demonstrated, because it 
is impossible to analyze the present worth and determine the 
proportion due to railway construction; and it is impossible to 
know whether capital at that time could have been induced, on 
any other terms, to make such ventures. We only know that the 
former policy was a success, until hostile legislation and repres- 
sive regulations put a stop to railway enterprises. 

In 1913 a special campaign against the railways began, and 
thirteen hundred and ninety-five bills, designed "to regulate rail- 
ways" were introduced into the several legislatures, and of these 
two hundred and fifty were enacted into laws. And as these 
greatly increased the expense of operation, and the apprehen- 
sions of capital as to future laws, the discouragement to railway 
enterprise was natural. 

13th. The variable profits of railways, subject so much to 
weather, crops and trade conditions, would disturb the national 
budget, and require large overestimates to cover fluctuations of 
the railway revenues. 

14th. The government already has enough to do to look after 
its army and navy, the post office, the tariff (embracing a volume 
of details), its internal revenues, the public lands, its banking 
and currency system, its harbors and navigable rivers, its for- 
estry problems, and its foreign relations, without taking on the 
additional and special burden of its railways, which would be 
apt to require more attention than any other single subject. 



40 GOVERNMENT OWNERSHIP 

Legislation would be far more congested than now, even with 
Congress in continuous session. 

The majority of these points, on both sides, will, without elab- 
oration, be regarded as more or less forceful, according to the 
mode of statement, and the bent of mind of the reader or hearer. 
But there are others that demand facts and figures to be forceful 
at all. 

Some search for these has been made and the results are 
presented. 

According to the last complete report of the department of 
commerce of the census bureau, the total value of steam railways 
and their equipment amounted (in 1912) to the enormous sum 
of $16,148,532,502, being 23^ per cent of the total taxable prop- 
erty of the country, and nearly a billion dollars more than the 
combined national debts of Great Britain, France, Germany and 
Russia before the war. 

This produces annually in the form of taxes more than 
$130,000,000 ; being two and a half times as much as is now paid 
to the railroads by the government for carrying the mails. 

In Ohio the valuation in 1912 was $619,054,183 ; which in 1914 
had increased to $684,202,020. 

The average rate of taxation in Ohio for 1914 was $11.17 pcr 
$1,000 which will produce a grand total from steam railways of 
$7,642,536 exclusive of the excise tax. 

And the county of Montgomery, in which I reside, on a total 
steam railway valuation of $6,734,770, receives $77,445.60, of 
which the amount of $38,905.32 goes to the city of Dayton. 

These large sums would, in case of government ownership, be 
lost to the treasuries now receiving them, and appropriations for 
various public purposes would have to be cut accordingly, or 
new forms of taxation on corporations and individual property 
be devised, in order to make up the deficit. When it is consid- 
ered that this proposition applies to every township and munici- 
pality through which any railroad passes, the result is appalling. 
In many small communities the chief item of taxes, on which the 
public depends, is from its railways. Assuming that the present 
estimates for public needs are reasonable, and would have to be 
maintained, the taxation, to supply deficits would probably in 
many cases be exorbitant and oppressive. 

Take the county of Montgomery, for example. Deprived of 
the railway taxes, the tax on the remainder of the property would 
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have to be nearly $7,000,000 more than now to provide the same 
revenue. 

IV hat Has Been the Experience of Other Governments in the 

Ownership of Railways f 

In Germany and Russia the prime purpose of ownership is for 
military uses, mobilization and safe and rapid transportation of 
troops and supplies in time of war. Commercial convenience and 
the accommodation of the traveling public are a secondary 
consideration. 

In la3dng out a railway line, towns of considerable size are 
sometimes left quite to one side, for the sake of straighter 
tracks, and expedition between the capital and an important 
point on the frontier. 

A good illustration of this is the road between Petrograd and 
Archangel, laid through a bleak and sparsely settled country to 
a port on the Arctic sea that is closed by ice a great part of the 
time. 

Such a road is of small value in time of peace, eyen to the 
government, and could never become profitable through the car- 
riage of freight and passengers; but in case of other access to 
the sea being closed, might be of great value in time of war, for 
a very short season. 

And, it is well known, the road between Petrograd and Mos- 
cow is an air line, built entirely without reference to the accom- 
modation of intervening towns; and with the main purpose of 
providing a direct and speedy .transit for troops and supplies, in 
time of war, between the two great cities of the Empire. 

As to whether national railways are, and would be, well con- 
ducted, there will doubtless be differences of opinion. 

The rational way to determine the question, it seems to me, 
is to consider the general policy of a government railway and 
its natural tendencies. 

We, in America, are so accustomed to the benefits of com- 
petition and the terror of legislation, that it is hard to realize 
what would be the effect of having railways which are independ- 
ent of criticism, and largely exempt from state laws. 

The following results would seem naturally to follow: 

1st. Equipment would be inferior as to beauty and comfort, 
and trains would be fewer and more crowded. Those who have 
traveled in Germany will recall how train attendants so crowd 
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passengers that every available seat must be occupied, before 
any additional car is put on for an overflow. 

2d. Speed would be reduced (without loss of patronage) on 
the ground that it is expensive and dangerous. This might be 
considered an advantage. 

3d. All rules would be general and fixed, and not subject to 
variance by local authorities to suit individuals, organizations and 
localities, for special occasions or unusual circumstances. 

4th. Excursion rates would be abandoned. 

These considerations may not be so important, however, as 
the matter of expense. 

Do Government Railways Pay? 

I have been to some pains to examine the facts from reports 
of the following countries : Russia, Prussia, France, Switzerland 
and Brazil. 

As to Russia, it would hardly be necessary to look at the 
reports to determine the question negatively. 

It is sufficient to look at the map to see that profit is impossible. 
The Siberian Railway is a great enterprise for the development 
of that country, and the protection of the government; but in 
the nature of things, for generations to come, it cannot pay. 

The latest statistics (1910) show that the state railways of 
Russia were operated for 70 per cent, of the revenues, while the 
private railways of that country were operated for 59 per cent. 

In Prussia, so densely populated and productive, government 
railways do pay (or did until the opening of the war). But 
they are made to pay by high freight tariffs and low wages. 
Freight rates are forty per cent, higher than in America and 
wages fifty per cent, lower. Expenses of operation are reasonable. 

In France, some (not all) of the railways are owned by the 
government. The road from Paris to the Riviera, which is the 
best equipped and makes the best time, is a private corporation. 
Official figures issued in December, 1914, show that there were 
in France in 1913, 5,611 miles of state owned railways and 19,654 
miles of private lines. The total receipts of the two government 
lines were $65,500,000, and the operating expenses were $5,800,000, 
leaving $6,700,000 as net revenue. As the fixed charges of the 
two roads amounted to $26,000,000, the state was obliged to 
appropriate $19,300,000 out of the public treasury to clear up the 
deficit. The operating expenses of the private lines was 59.6 per 
cent., and of the government lines 85 per cent, of their receipts. 
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Switzerland owns its railways and runs them economically 
and has some attractive features for travelers. For instance 
monthly tickets are sold at a low price, good on any line, in any 
direction, and may be used as often as the holder chooses during 
the month designated. But that plan at the same rate evidently 
would not do in a large country, where the distances are great 
and travelers numerous. The roads would be swamped with 
patronage. 

In Brazil the private railways are run for 67 per cent, and 
the state railways for 89. per cent of their operating revenues. 

In most of the countries having state railways, there is a 
showing of profit from operation; but it is impossible to tell 
whether the expense account includes betterments and new equip- 
ment, or even repairs. There is no pretense in the published 
reports that it includes interest on the construction or purchase 
bonds. Nor is there any way of determining what the original 
cost price was. But, placing a medium estimate upon the cost, 
the net revenues, except in Prussia, fall far short of paying the 
interest. So, almost all of such railways may be said to be a 
continuing loss. 

The Cincinnati Southern Railway 

The brightest example, of what may be done with a publicly 
owned railway, is the Cincinnati Southern Railroad, owned by 
the city of Cincinnati, and leased to a private company, for 
operation. 

Since the £rst six years of its existence, it has been run at a 
handsome profit, and the rental is paying off the bonds issued 
for its construction, at the rate of $600,000 per annum. By 
I933f the entire debt for the original construction of the road, 
with interest, will have been paid, and the city will be in receipt 
of an annual rental of $1,105,000 from the road, for application 
upon its general bonded indebtedness. 

Moreover, the road itself, considered as a piece of property 
has so increased in value, that, if sold now, the proceeds would 
probably be sufficient to pay the entire debt of the city of Cin- 
cinnati, including the bonds originally issued for its construction 
and for terminal improvements. So, that what was originally a 
scheme to increase the general prosperity of the city, without 
much hope of profit from the investment itself, has turned out 
to be a great speculation. 
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THE EXTENT OF GOVERNMENT OWNERSHIP 



Archiv fur Eisenbahnwesen, the official publication of the 
Royal Prussian Ministry of Public Works, has recently issued 
its annual compilation of the railway statistics of the world, 
showing the mileage, capitalization and the proportion of govern- 
ment-owned and privately-owned lines in each country for the 
year 1913, with comparisons with previous years. It is stated 
that, although most of the figures are derived from official 
sources, it has been necessary to depend in part on unofficial re- 
ports. Railways owned by governments are listed as state rail- 
ways, whether they are actually operated by the government or 
by private companies. The mileage figures for 1913 are as 
follows : 

Europe 

Country Total Priyate Sute 

Germany 39>83i ^>998 36,833 

Austria-Hungary 28,872 S»*9Z ^3*579 

Great Britain 23,572 23,$?^ 

France 3i>992 26,350 5*642 

European Russia 38,873 X4>i67 24,706 

Italy 11,021 1,878 9>i43 

Belgium 5*508 2,787 2,721 

Netherlands 2,035 9i5 x»i20 

Switzerland 3»039 1*328 1,711 

Denmark 2,356 1,132 1,224 

Norway 1,932 288 1,644 

Sweden 9*056 6,175 2,881 

Europe, exclusive of the countries already 

named 18,299 X3*397 4*902 

Total 216,386 100,280 xz6,io6 

America 

Country Total Private State 

Canada 29,468 27,687 1,781 

United States 256,823 256,823 

Mexico 15*932 3*509 12,423 

Central America 2,016 1,655 361 

Peru 1,728 670 1,058 

Brazil i5,6iS 8,849 6,766 

Chile 3*981 1*988 1,993 

Argentine 20,759 17*249 3*5io 

America, exclusive of the countries already 

named 10,324 9*996 328 

Total 356,646 328,426 28,220 

^Railway Age Gazette. 59? 3-4* July 2, 1915. 
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Asia 

Country Total 

Russian Central Asia and Siberia 9>943 

China 6,158 

Japan, including Korea 6,866 

British East Indies 33*850 

Asia, exclusive of the countries already 

named 9,668 

Total 66,485 

Africa 

Country Total 

Egypt 3,716 

South African Union 1 1,016 

Colonies 8,098 

Africa, exclusive of the countries already 

named 4,856 

Total 37,686 

Australasia 

Country Total 

New Zealand 2,906 

Victoria 3,693 

New South Wales 4,120 

Australasia, exclusive of the countries al« 

ready named 1 1,413 



Total 22,132 



Private 
3,100 
6,158 
1,968 
4,36a 

6,605 

22,193 

Private 

790 

3,125 

4,169 

3,043 
11,127 

Private 
30 

35 

167 

1,393 
1,615 



State 
6,843 

4,898 
29,488 

3,063 
44,29a 

State 
2,926 
7,891 
3,929 

1,813 

16,559 

State 
2,876 
3,668 
3,953 

10,020 
20,517 



Summary 
Total mileage 



Europe . . . 
America . . 

Asia 

Africa . . . 
Australasia 



1913 

216,386 

356,646 

66,485 

27,6S6 

22,132 



Gain 

2,256 

9,990 

1,498 

1,002 

385 



State 

19 1 3 Gain 

116,106 1,590 

28,220 5,841 

44,292 152 

16,559 613 

20,517 1,448 



Private 



1913 

100,280 

328,426 

22,193 

11,127 

1,615 



Gain 
666 

4,149 
1,346 

389 
1,063 



Total 



689,335 15,131 225,694 9,644 463,641 7,613 



Of the total mileage of the world for 1913— ^,335 miles- 
private companies owned 463,641 miles, or 67 per cent, and gov- 
ernments owned 225,694 miles, or 33 per cent. In 1912 the pri- 
vate railways owned 68 per cent. The government railways 
gained one per cent by increasing their mileage by 9,644 miles, 
while the mileage of private companies increased only 7,613 
miles. 

However, an analysis of the statistics given for the various 
countries shows that this gain by the state railways represented 
the absorption of existing lines rather than greater activity in 
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railway construction. For example, 4478 miles of line were added 
to the government total in Mexico, and 1,002 in Argentina, with- 
out any increase in the total mileage of the country. In Aus- 
tralasia there was also a gain of 1,448 miles for the government 
lines by the absorption of private lines, although the total mileage 
of the country increased only 385 miles. The privately-owned 
lines, therefore, actually increased their mileage by construction, 
12,000 miles, of which about 6,500 miles was offset by the acqui- 
sition of lines by the governments. 

It will be noted that, in respect to length of lines, outside 
of North and South America, government ownership greatly 
predominates, but that the privately-owned mileage in the United 
States, 256,823, greatly exceeds the mileage of all the govern- 
ment-owned roads in the world. It is somewhat surprising, 
however, to find that the greatest increase in government mileage 
is in North and South America, due to the absorption of private 
lines in Mexico and Argentina. Even outside of the United 
States, however, private ownership is greatly predominant in 
America. Excluding our 256,823 miles, there are in this hemis- 
phere 71,603 miles of private railways, against 28,220 miles of 
government railways. In only two countries in this hemisphere, 
Mexico and Peru, is government ownership the predominating 
policy, and in Peru the roads are operated by companies. 

In a majority of the countries of the world, also, private 
ownership of railways continues to prevail. Of 75 nations and 
colonies for which statistics are given in this compilation, 42 
have more private than government mileage, while 33 have more 
government mileage. While in 26 countries the entire railway 
mileage is privately owned, in only 7 are all the railways owned 
by the state. These are Serbia, Bulgaria, Natal and four Ger- 
man colonies in Africa. In Europe state ownership predominates 
in only 10 out of 21 countries. 

All the railways of the United States, Great Britain, Spain, 
China and Rhodesia are in the hands of private companies, and 
most of those in Canada; in France four-fifths of the mileage 
is privately-owned, in Sweden nearly two-thirds and in Brazil 
and Argentina company mileage is greatly predominant. In 
Germany, Austria-Hungary, Russia, Italy and Japan government 
ownership is the dominant policy. 

Of the total railway mileage of the world for 1913, over 37 
per cent, was in the United States. The total increase for the 
year was about 15,000 miles, of which 5,019, or about one-third. 
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was reported for the United States, although this figure for this 
country is undoubtedly too high. The increase for the world was 
less than the gain reported in 1912 or 1908. 

The total railway capitalization of the world as reported by 
this publication was $60,222,036,784. In this is included, however, 
over $19,000,000,000 as the capital of the railways of the United 
States, which erroneously includes all the duplications due to 
inter-corporate ownership. The Interstate Commerce Commis- 
sion's figure for 1913 is $15,330,131,446. With this correction the 
world's total in 1913 stood at $56,350,804,230, an increase over 
the preceding year of $1,848,250,556. The average capitalization 
per mile for the world was $82,313, as against $65,861 for the 
United States. The average for Europe was $70,656, and 18 
countries are reported as having a greater railway capitalization 
per mile than the United States. It will be noted that while this 
country has 37 per cent of the world's mileage, only 2^ per cent 
of the total capitalization is chargeable against the railways of 
the United States. 



A STATISTICAL COMPARISON BETWEEN 
- AMERICAN AND GERMAN RAILWAYS' 

It may be stated as a rather singular fact that the railroads 
of the United States of America, although they had a total length 
of 249,852 English miles in 1912, exceeding almost sevenfold 
the 37,757 miles of German railways, had only one and one-half 
times the passenger traffic but about six times the freight traffic 
of German roads ; yet the net revenue attained by the American 
railroads since 1908 has suffered a continued decline, until, fig- 
ured per mile, in 1912, it was less than half as great ($3,003 
against $7,137) as that earned by German railways. This is true, 
moreover, not only for the entire American system, but in some- 
what lesser degree for the better situated railroads of the north- 
eastern group of states, whose net has been reduced so greatly 
through the high taxes paid to individual states and to munici- 
palities, that in 1912 it was only about two-thirds the net of 
German roads per mile ($4,945 against $7,137). 

From the standpoint of the science of transportation, it will 
be of value to compare the railway conditions in America with 

^By W. A. Schulze, Privy Counsellor of Finance, Berlin. Translated 
and annotated for the "Railway library and statistica," 19 15. from "Zeitung 
des Vereins Deutscher Eisenbahnverwaltungen," Numbers 46 and 58, 1915* 
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those in Germany in recent years, before the outbreak of the 
present world war. . . . American statistics give most of the 
returns in two forms, once combined for the entire Union, and 
again divided for the separate "districts," namely the eastern 
district, which comprises the northeastern states from the At- 
lantic Ocean to Lake Michigan and the Mississippi ; the southern 
district, comprising the southeastern states, and the western 
district, taking in the western states. The eastern district is by 
far the richest portion of the Union in traffic, since it alone con- 
tains almost half the entire population as well as half the entire 
passenger and freight traffic, yet takes up in area only one- 
eighth the Union. It seems, therefore, advisable to compare also 
this eastern district with the returns for the German railways in 
the years 1908 to 1912. . . . 

The entire system of railways in the United States in 1912 
had an operating length of 249,852 miles; since the population 
was 95,545,336 and the area was 2,973,890 square miles, there were 
382.4 inhabitants and 11.90 square miles to every mile operated. 
The railroads of the eastern territory, with its 42,560,622 in- 
habitants and 328,361 square miles, had an operating length of 
64,284 miles and on the average 662.1 inhabitants and 5.1 1 square 
miles per mile of road. Against this the standard gauge rail- 
ways of the German Empire, with its 66,145,982 inhabitants and 
208,905 square miles, had an operating length of 37,757 miles, 
(of which 35,541 was state and 2,216 was private mileage) equal- 
ing 1,752 inhabitants and 5.54 square miles per mile operated. 
The net work of German railways was thus about equally thick 
compared with area but had almost three times as dense a 
population as the roads in the eastern district of the United 
States. 

United States railways are entirely private. Of the German 

standard gauge roads only 5 per cent are private, 95 per cent 

being government. The entire operated mileages compare as 

follows : 

America Germany 

1908 230,494 miles 35^624 miles 

19 12 249,852 miles 37>757 miles 

Since Germany has a greater prevalence of second or more 
tracks, the entire trackage was : 

America Germany 

1908 254,193 miles 49*496 miles 

1912 279,219 miles 53,148 miles 
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The invested capital of American railroads amounted to: 

Stocks Bonds 

1908 $7,373,210,000 $9,394,330,000 

1912 8,622,400,000 11,130,130,000 

and hence for the two countries the total capital compares thus : 

America Germany 

1908 $16,767,540,000 $3,872,870,000 

191a 19,752,530,000 4,394,410,000 

The net revenues, that is the excess of revenues over ex- 
penses thus compared as follows: 

America Germany 

X908 $724,380,000 $169,800,000 

19 12 870,270,000 269,300,000 

as a result of which the return upon total capital invested was: 

America Germany 

X908 4.32% 4>5x% 

X912 4.41% 6.29% 

In reality however this return upon capital in America was 
considerably smaller, since in the figures above given for opera- 
ting expenses the taxes to states and municipalities paid by 
American railroads are not included, while the taxes and munici- 
pal payments of German roads are included in operating ex- 
penses. 

Through this taxation of American railroads the returns of 
capital invested as given above are reduced in 1908 by 0.51 points 
and in 1912 by 0.61 points so that as actual returns upon the 
capital only the following percentage comparisons would be 
proper : 

America Germany 

X908 3*8i% 4*5z% 

X912 3.80% 6.29% 

For the five years, 1908 to 1912, the aggregate return in 
America was only 20.19 per cent against 28.04 per cent in Ger- 
many, or, averaged per year, 4.04 per cent against 5.61 per cent. 
Thus America presents a return 38 per cent less favorable than 
Germany's. It is noteworthy, too, that this performance for 
America in comparison with Germany is becoming worse year 
after year, for the return achieved by American roads was less 
favorable than the German in each year 1908 to 1912 by 18.4; 
23.8 ; 28.0 ; 60.7, and 65.5 per cent. 
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Figured per mile of line the actual net of the railroads was: 

America Germany 

1908 $a,73a $4»766 

19" 3»003 7.137 

the German net per mile thus more than doubling the American 
in the last year. 

Passenger and Freight Traffic in America and Germany 

For a comparison of the performance of American and 
German railroads as to passenger and freight rates it seems ad- 
visable not to take as a basis American roads as a whole, but 
rather those of the most important district, namely the eastern 
territory. With 64,284 miles the railroads of this district showed 
the following results in passenger traffic in 1912; passenger 
revenue, $281,602,503 or $4,381 per mile; 15,745,175,861 passengers 
carried one mile, or 257,255 passenger miles per mile of road; 
an average journey for each passenger of 25.64 miles; total 
number of passengers carried, 619,385,412 or 9,635 passengers per 
mile; an average revenue per passenger of 45.5 cents, and per 
passenger mile of 1.782 cents. 

With 37,757 miles the German railroads had the following re- 
sults in passenger traffic in 1912 : Passenger revenue, $224,719,558 
or $6,148 per mile; 24,818,333,020 passengers carried one mile 
or 678,385 passenger miles per mile of line; an average journey 
of 14.23 miles; total number of passengers carried, 1,743,535,918, 
an average of 46,177 passengers per mile. Their average rev- 
enues were 12.86 cents per passenger and 0.91 cents per passen- 
ger mile. 

From this it may be seen that the average fare per passenger 
mile in America is nearly double that in Germany (1.782 cents 
against 0.910 cent), while the average fare per passenger journey 
was about 3J^ times as high (45.5 cents against 12.86 cents), 
since the average journey per passenger in America was 25.64 
miles against only 14.23 miles in Germany. In spite of payment 
of these higher average fares in America the average passenger 
revenues per mile there are only $4,381, in contrast to Germany's 
$6,148; the number of passengers carried per mile, furthermore, 
in America is only 9,635 against 46,177 in Germany while the pas- 
senger miles are only 257,255 per mile of line in America against 
678,385 in Germany. The development of passenger traffic on 
American railroads since 1908 has been much less marked and 
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therefore much less profitable than in Germany. For the two 
countries the following passenger revenue per mile of line and 
average fare per passenger mile can be made : 

America Germany 

1908 $4*138 and 1.750 cent $5>i^8 and 0.929 cent 

1912 4,381 and 1.782 cent 6,148 and 0.901 cent 

As may be seen from this the average receipts from passenger 
traffic of American roads per mile of line rose between 1908 
and 1912 only $243, or 5.85 per cent while Germany rose $1,020 
or 19.89 per cent. The average revenue per passenger mile on 
the other hand, rose in America from 1.750 cent in 1908, to 1.782 
cent in 1912, or 1.83 per cent while in Germany the rate fell from 
0.920 cent to 0.901 cent of 2.65 per cent. 

The average journey of passengers in America in 1908 was 
24.77 miles and in 1912, 25.64 miles against Germany's average 
in two years of only 14.13 and 14.23 miles. From these figures 
one may infer that American passenger travel has been extra- 
ordinarily increased in price and burdened by much too high 
passenger fares for all short distances, and that the less pros- 
perous portion of the public, especially working people have 
been just about forced to see themselves obliged to make their 
short journeys not by railroad but with cheaper means of trans- 
portation, the street cars, steamships, on bicycles or on foot. 

And to this must be added that, taken as a whole, in America 
express trains and ordinary trains do not travel in a single 
instance faster or more frequently than on German railroads; 
on the contrary — if one leaves out the extraordinarily heavy 
passenger business on the two railroads between the great cities 
of New York and Philadelphia — on the most important roads 
in Germany for the most part there are maintained more and 
swifter fast trains and passenger trains. Way-stations for 
boarding and leaving the trains, in particular, follow each other 
much more closely in Germany, and therefore trains can be used 
much more easily for shorter journeys. 

The fact may be cited especially that for every inhabitant in 
the eastern district of the United States in 1908 there were only 
14.88 railway journeys of 24.77 miles each; but in 1912, although 
the population had increased about 16 per cent, there were only 
14-55 journeys per inhabitant, each 25.64 miles long. In Ger- 
many, however, there were 21.62 journeys per inhabitant in 1908, 
each 14.13 miles long, whereas in 1912 there were 26.36 journeys 
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averaging 14.23 miles long. In the third and fourth classes alone 
in 1908 there were carried 1^51,000,000 people (including the 
military at an average fare of only 0.82 cent per mile, each an 
average of 13.62 miles ; the figures for 1912 reached 1,609,000,000, 
also at 0.82 cent per mile, each an average of 13.75 miles: so 
that in the two lowest classes, utilized principally by the less 
prosperous inhabitants, 1912 showed a gain of 358,000,000 pas- 
sengers or 28 per cent over 1908. 

Time, students' and workmen's weekly tickets as well as 
workmen's round-trip tickets comprised a full third of this jour- 
ney in third and fourth class on the Prussian-Hessian state rail- 
ways; to be exact, 317,000,000 in 1908 and 42,000,000 in 1912, an 
increase of 125,000,000 or 39 per cent in four years, who paid 
an average of only 0.34 cent and 0.36 cent per mile. How scanty 
appear to be the figures for the entire United States with a 
mileage seven times as great as Germany's, since in 1912 Ameri- 
can roads hauled only 998,000,000 persons a distance of 33.18 
miles each, against 890,000,000 in 1908, an average distance of 
32.86 miles! There was accordingly in the four years a growth 
of 108,000,000, or 12 per cent. 

Freight traffic on American railways displays in rates per ton 
mile the direct antithesis to the passenger fare comparison with 
German tariffs. The American average rate per ton mile in 
1912 was only about half as high as the German, but on the 
other hand the number of ton miles in America was correspond- 
ingly much larger. 

According to statistics for 1912 freight traffic in the eastern 
district of the United States (with 64,284 miles of road) and 
on the (jerman railroads (with 37,591 miles) compared as fol- 
lows: 

Turning to the development of freight traffic since 1908 the 
average freight revenues per mile of road and per ton miles may 
be compared as follows: 

America Germany 
No. of tons carried (U. S. ton .908 met- 
ric ton) 1,108,075,722 674,433,620 

Ton miles, total 134,947,240,000 4 1»7 16,880,000 

Ton miles, per mile of line 2,131,165 1,109,758 

Ayerage haul, miles 121.87 61.85 

Freight reyenue, total 873,338,982 5 19,227,398 

Freight reyenue, per mile 13*585 i3»902 

Ayerage reyenue, per ton 78.9c. 76.9c 

Ayerage rate, per ton mile 9.647c. 1.245c 
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Turning to the development of freight traffic since 1908 the 
average freight revenues per mile of road and per ton mile may 
be compared as follows : 

America 

1908 $12,201 per mile, 0.650c. per ton mile 

1909 ii»978 per mile, 0.652c. per ton mile 

1910 i3»893 per mile, 0.645c. per ton mile 

191 1 13,212 per mile, 0.646c. per ton mile 

19 12 13*585 per mile, 0.647c. per ton mile 

Germany 

1908 $11,673 Pci* mile, 1.273c. per ton mile 

1909 12*1 19 per mile, 1.269c. per ton mile 

1910 12,829 per mile, 1.277c. per ton mile 

19 1 1 13*75 1 per mile, 1.258c. per ton mile 

1912 13*902 per mile, i.24'5c. per ton mile 

The freight revenues per mile received by American rail- 
roads, according to these figures, were rather unsteady between 
1908 and 1912 ; in Germany on the other hand they went steadily 
higher from year to year. In Germany, for instance, 191 1 and 
1912 brought the highest figures per mile, whereas America at- 
tained the highest in 1910. Compared with 1908 the freight rev- 
enues per mile in America rose $1,384, or 11.34 per cent against 
a growth of $2,229, or 19. 10 per cent in Germany, The average 
revenues per ton mile in America fell only 0.46 per cent ; in Ger- 
many they fell 2.20 per cent. 

It is noteworthy moreover, that in 191 1 and in 1912 the freight 
revenues per mile in Germany were $539 and $317 higher than 
in America, yet the ton miles carried on American railways per 
mile in 1912 were 2,131,165, against 1,109,758 on German roads, 
47 per cent less. The average revenue per ton in America was 
78.9 cent and in Germany almost the same, or 76.9 cents. The 
average revenue per ton mile on the contrary was only 0.647 
cents in America, whereas in Germany it was almost double, 1.245 
cents. 

For American railways as a whole (with 249,852 miles) 
the average revenue per ton and per ton mile was somewhat 
higher, for in 1912 there were carried 1,844,980,000 tons and 
264,080,740,000 ton miles having a revenue of $1,968,598,630, which 
brings an average revenue per ton of $1,066 and per ton mile of 
0.744 cents. The average haul was 143.44 miles against 121.87 
miles for the eastern district alone. 

Compared with American average revenues per ton mile and 
their ton mile performance per mile of line, the German rail- 
4 
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roads evidently not only perform a smaller task than do the 
American roads, but they also receive for their performance, 
figuring numerically, much higher freight rates per ton mile. 
Yet a judgment of the tariffs in the two countries cannot be 
arrived at so simply, since it is veiy difficult to weigh together 
as to their effect on revenue the great differences which exist 
between the freight rates based on distance and the classification 
of freight in America and in Germany; and since in America 
freight rates for each railway are fixed particularly according 
to the conditions of the locality or the individual state, as well 
as by the competition against other shippers, which must be 
maintained, while under several special circumstances, as in the 
case of contests of interested parties with the railroad, rates are 
approved by the railroad commissions only after proof of their 
exact propriety and reasonableness. 

It may be concluded that to answer the question whether and 
to what degree the freight rates on American and German rail- 
roads correspond to the services, one must weigh not only the 
average revenue per ton and per ton mile, but also the average 
distance the ton is hauled and the average load per freight train. 
In this respect without doubt American railroads can rely upon 
a great advantage over German railways, for in 191 1 and 1912 
the average distances per ton were 122.68 and 121.87 English 
miles or double that of the German roads. And so far as con- 
cerns the amount of freight to be shipped, the American roads 
(eastern district) in 191 1 reported 279,^40,000 train miles and 
130,834,000,000 ton miles ; and in 1912, 271,560,000 train miles and 
134,847,000,000 ton miles; so that each freight train hauled on 
the average a load in these years of 468 and 496 American tons, 
equalling 425 and 450 German tons. On German railroads, 
freight trains hauled an average load of only 214.6 and 218.0 
tons in these years. German railroads have afforded an advan- 
tage in the shipping of freight in so far as the number of freight 
trains operated by them is relatively double that on American 
railroads, and the German freight trains with their much lighter 
average weight are operated on swifter schedules and are avail- 
able for a larger number of small stations between large cities. 
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IMPORTANT WORK AWAITS NEWLANDS 

COMMITTEE' 

The Congressional investigation was suggested by President 
Wilson in a message to Congress in which he said: 

The transportation problem is an exceedingly serious and pressing one 
in this country. There has from time to time of late been reason to fear 
that our railroads would not much longer be able to cope with it success' 
fully, as at present equipped and co-ordinated. I suggest that it would be 
wise to provide for a commission of inquiry to ascertain by a thorough 
canyass of the whole question whether our laws as at present framed and 
administered, are as serviceable as they might be in the solution of the 
problem. It is obviously a problem that lies at the very foundation of our 
e£Biciency as a people. Such an inquiry ought to draw out every circum- 
stance and opinion worth considering, and we need to know all sides of 
the matter if we mean to do anything in the field of Federal legislation. 

Senator Newlands* Statement 

Senator Newlands has issued the following statement with 
regard to the scope of his Committee's work: 

It is the desire of the Committee to give ample opportunity to all inter- 
ested in or having any relation to the subject matter of the proposed in- 
quiry to express their views. But the Committee would like early notice of 
the subjects to be discussed by the various person^ appearing before it, so 
that the hearing can be, as far as practicable, in orderly sequence as to 
subjects. The purpose of the Committee is to hear regarding government 
regulation and government ownership th« opinions of economists and pub- 
licists of eminence, representatives of the Interstate Commerce Commission, 
the National Association of State Railroad Commissioners, state railroad 
and public utility commissions, representatives of the railroad executives 
and labor organizations, representatives of farming organizations, and far- 
mers, shippers, and bankers, representatives of chambers of commerce, and 
other important business and industrial organizations. 

Scope of the Inquiry 

The Committee is seeking advice upon seven points as follows : 

1. Whether the Interstate Commerce Commission is over- 
loaded and whether its jurisdiction should be confined to ques- 
tions of discriminations, rebates, and rates, its jurisdiction over 
other subjects, such as valuation, safety inspection, etc., to be 
turned over to some other body or bureau to be created by law. 

2. Whether it is necessary to make any change in the organ- 
ization of the Interstate Commerce Commission with a view to 

* Greater New York. 5:3-4. November 20, 19 16, 
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prompt and efficient action ; whether it is feasible to increase the 
number of commissioners and to permit them to divide in several 
departments for the consideration of cases, and if so whether 
there shall also be consideration in bank and also whether there 
shall be appeals from decisions in the department to the com- 
mission in bank. 

3. Whether such departments of the interstate commerce 
commission shall sit in Washington, or be assigned to definite 
traffic areas somewhat after the manner of the judicial circuits, 
and whether in the latter case there should be provision for 
sitting in bank in Washington or for some central body in Wash- 
ington with the duty of hearing appeals and directing the pro- 
cedure of the departments. 

Railroad Credit 

4. Whether under the present system the credit of the com- 
mon carriers is assured with a view to their securing the moneys 
needed for necessary improvements and extensions in the interest 
of the public, and at reasonable rates of interest. Whether govern- 
ment regulation of the issue of securities is advisable, and if so 
whether it is to the interest of the public as well as the carriers 
that this regulation should be exercised by the national govern- 
ment, and whether it should involve merely publicity or absolute 
control of the issue of securities. Whether concurrent jurisdiction 
of the nation and the states to control such issues is in the inter- 
est of the carriers and the public. What will be the field of oper- 
ation for the state railroad commission in the interest of the pub- 
lic if the control of securities and the control of rates is vested 
in the Interstate Commerce Commission? Whether and to what 
extent within a period of five years it will be necessary to en- 
large the facilities of the common carriers in the interests of 
the public, and whether the present system of government regu- 
lation is such as to insure the credit of the carriers with a view 
to their making additional necessary expenditures. 

5. What is the effect of dual regulation on the part of the 
states and the nation of the rates of carriers? What, if any, 
contradictions does it involve, and what, if any, discriminations 
does it involve as between states and localities? 

May Plan Wage Laws 

6. Whether or not any regulation is feasible of the wages 
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and hours of employees of common carriers and whether or not 
it is advisable, in the interest of the public and with a view to 
maintaining an uninterrupted commerce between the states, to 
take any further legislative action regarding the adjustment of 
disputes between the carriers and their employees and regarding 
strikes and lockouts. 

7. Whether any national legislation is required as to the 
organization of carriers in interstate commerce in the nature of 
national incorporation, permissive or compulsory, or in the nature 
of national holding companies, under which state corporations 
may be controlled and unified in their operations, in the interest 
of interstate commerce, and what form of national legislation for 
the incorporation of carriers or for holding companies owning 
the stock of state companies is desirable. How will national 
incorporation affect the police powers of the states over railroads 
operating within their boundaries? Will it be advisable, as in 
the case of national banks, for the national government to pre- 
scribe a uniform rule for the taxation by the states of railroad 
properties and securities? 

Under consideration of government ownership the committee 
will seek advice upon four points : 

1. The practical results of government ownership, both as 
to efficiency and economy, where actually practiced. 

2. Whether government ownership is actually compatible with 
our system of government and what its effect will be on our 
governmental institutions. 

3. Whether a system of government ownership will suit local 
needs. 

4. A practical method of securing government ownership, 
whether by purchase or condemnation of properties, or by pur- 
chase and condemnation of bond and stock issues, or otherwise. 

What the Railroads Want 

The railroads will urge the committee to recommend fed- 
eral incorporation to free them from onerous restrictions and 
conflicting state laws. They will be represented before the 
congressional committee by the railway executive advisory com- 
mittee. The railroad brotherhoods are strongly opposed to 
compulsory arbitration or to any legislation which would restrict 
their action in the case of strikes. 
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RAILWAY EXPERIENCE OF GERMANY* 

The argument submitted by the cabinet to the Prussian par- 
liament in 1879, along with bills for the nationalization of the 
railways, is probably the most important document in railway 
history. It represents the best thought of Bismarck and his cab- 
inet and all they have gathered from the chambers of commerce 
and hundreds of books, pamphlets and addresses that had been 
issued on the subject during years of earnest discussion. A 
few quotations will give the reader some idea of the weight and 
thoroughness of this famous document. 

The cabinet said: 

"The inconveniences caused by the private management of rail- 
roads in consequence of the existence of a number of different 
enterprises of doubtful solidity and restricted working capacity; 
the abuse of their privileged position by their managers ; the oft- 
recurring resistance to reforms of public utility ; the complication 
and for the most part arbitrary differences among the various 
administrative and working arrangements; the intricacy of the 
tariffs ; the quarreling and extravagant expenditure accompanjdng 
the bitter competition existing among such a number of cor- 
porations, have altogether caused the widespread injury to the 
public welfare that is inseparable from an extended private man- 
agement of railroads. 

"The attempts to bring about reform by laws have shown 
the futility of hoping for a satisfactory improvement through 
legal measures, without trenching materially on established 
rights and interests." 

"State ownership is necessary," argued the cabinet, "to attain 
unity and economy under conditions in harmony with the public 
welfare and to secure direct attention to public interests which do 
not permanently find sufficient furtherance and protection where 
the railroads are in the hands of private corporations whose 

^By Frank Parsons. Arena. 37: 113-20. Febraary, 1907. 
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object is gain. . . . The inadequacy of private management and 
state supervision becomes daily more obvious." 

The cabinet dwelt at length upon the advantages of unity, 
the waste of having fifty separate railway managements, etc. 
Large savings in official salaries would result from unity of 
management. The army of employees in the tariff and account- 
ing offices could also be reduced one-half. "The reasonable util- 
ization of cars" was interfered with "by the multiplicity of 
owners, and the working capacity of the rolling-stock greatly 
reduced in consequence," one-third of the travel being made with 
empty cars. The waste in haulage by circuitous transportation 
was also shown. "Freight is carried over roads exceeding in 
length by loo per cent the shortest routes." 

"But," said the cabinet, "the union of the railroads in the 
hands of one private enterprise would be absolutely inadmissible. 
Although the disadvantages and dangers of an unsystematic 
division and wasteful competition would thus be avoided, to 
place the complete monopoly of all means of transport in the 
hands of one enormous profit-seeking corporation would be 
antagonistic to every public interest concerned, as will be apparent 
to all. Already in those countries where private railroad manage- 
ment is the rule, and where the technically and economically 
justified process of absorption by the powerful corporations of 
the smaller and less important railroads prevails, their course 
hitherto, the dangerous influence which these corporations have 
acquired over the whole public existence, the reckless pursuit 
of the profits of their monopoly and their chartered rights within 
the districts they serve, and the impotency of government super- 
vision compared with their far-reaching, well-organized power, 
controlling all interests, together cause the gravest apprehensions 
for the welfare of the country, and even for its political 
independence." 

"Only the union of complete ownership and unrestricted man- 
agement in the hands of the state can fully secure the fulfillment 
of the task devolving on the government with regard to the 
direction of railroad matters. Only by the adoption of this sys- 
tem can the economical advantages of united management be 
obtained without the monopoly of transportation comprising the 
advancement and protection of the interests of the community. 
The great advantages of complete unity in the management and 
operation of the railroads are so necessary to the economical in- 
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terests of the country that the only question left is whether a 
monopoly by the state or by private corporations is to be 
regarded as the most advantageous form of unity. If a private 
monopoly, as just described, is wholly incompatible with th^ 
proper protection of public interests, but would render all busi- 
ness requiring transportation dependent on the interests and 
views of a private enterprise, then a government monopoly, one 
single transportation establishment conducted by the state for 
all the railroads of the country, appears to be the only possible 
form in which complete unity of operation can be accomplished 
by the protection of the interests of the community/* 

"The railroads are public highways and can only be left to 
unrestricted private control so far as public interest permits. 
The very nature of a public highway requires that its use must 
be secured to everybody on equal terms." 

"It is the duty of the government to see that the people have 
fair rates and equal treatment; to protect the public against 
arbitrary, fluctuating, complex and unjust tariffs; to demand safe 
transportation for the public and ample facilities to guard the 
customs duties against neutralization by railway concessions to 
foreign goods. For all these reasons the government must con- 
trol the railroads, but the conflict of interest between the private 
railways and the public makes such control very difHcult. The 
companies seek profit and often try to deflect the law instead of 
giving cordial support and full effectiveness to government regu- 
lation in the public interest. On the other hand it is a very 
delicate question how far the government has a right to exert 
control for the public good against the financial interests of the 
railways." 

"More than all," said the cabinet, "the principle of equality, 
the impartial treatment of all shippers, is endangered by the oper- 
ation of railroads by private corporations. The principles of the 
publicity of the rates and the equal treatment of all shippers, 
which are embodied in the railroad legislation of all countries, 
are liable, as experience has shown, to be circumvented on ac- 
count of the competing interests of railroads, and also by indi- 
vidual interests which have influence with the managements. The 
granting of these secret advantages in transportation in the most 
diversified ways to individual shippers, and in particular the 
so-called rebate system, is the injurious misuse of the powers 
granted to railroad corporations. It renders government control 
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of the rates impossible, makes the competition between the dif« 
ferent lines, as well as that of shippers dependent on them^ 
dishonorable and unfair, carries corruption among the railroad 
employees and leaders more and more to the subordination of 
the railroad management to the special interests of certain power- 
ful cliques. It is the duty of the government to oppose this evil, 
to uphold the principle of the equal treatment of all shippers, 
and to enforce the legislative regulations on this subject. The 
importance of this problem is equaled only by the difficulty of 
its solution. It suits the interests of the railroad proprietors to 
favor large shippers in preference to the smaller ones, and, by 
means of secret favors of all kinds, to divert the most important 
shipments from the competing lines. The opportunities of secur- 
ing secret favors to particular shippers are so manifold that their 
effectual lasting hindrance by means of the state supervising 
power is impossible. Rebates on freights may be made through 
a second or third party by means of the secret interposition of 
agents who are appointed for the purpose of regulating and 
securing the business of a certain competing route through the 
mediation of the foreign railroads concerned, as well as by a 
prearranged connivance in admitting or allowing fictitious or un- 
founded claims, etc., and so may be covered and withdrawn from 
public as well as official control." 

"The orgnization of a joint-stock company does not prevent 
the possibility of the operation of a railroad being brought into 
a condition of complete dependence on some other industrial 
undertaking, nor does it insure that the directors of a private 
railroad company shall not be interested in a series of other 
enterprises whose successful operation is dependent upon their 
business relations with the railroad, so that the management of 
the road may be directed and governed, not so much by its own 
interest as in the interest of some other business, often enough 
opposed to that of the road. Against such an organization, which, 
by reason of its abundant means, and by effective channels, often 
leads astray and corrupts public opinion, even the influence of the 
government is powerless, the principle of equable treatment 
of all railroad shipping interests becomes an empty form and 
legislative regulation nothing but a meaningless phrase." 
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RAILROAD REGULATION' 

Overcapitalization may be regarded as the greatest evil of 
the present railroad system. 

In 1901 the capitalization of the railroads amounted to 
$11,688,177,991, and has since been materially increased. 

At this time about $5,800,000,000 consisted of funded debt 
which, it may be fairly assumed, paid a large portion of the 
actual cost. The capitalization at that time amounted to $61,000 
per mile, which is probably 50 per cent more than the real cost 
of the roads. 

The stock of the roads amounted at this time to some 
$5,800,000,000. 

In the prosperous railroad year of 1900, less than half the 
stock received any dividend at all. 

In 1897 only 28 per cent received any dividend. 

The investigations of the railroad committee last winter 
showed that the capitalization of Minnesota roads amounted in 
1904 to $343,611,135, or an average of $46,000 per mile against 
some $273,448,971 in 1901, which was only $38,000 per mile. 

This shows an increased capitalization of $70,000,000 made 
in three years with an increased mileage in the state of only 
475 miles. 

At a maximum figure of $40,000 per mile, such mileage should 
not have cost over $19,000,000. 

This leaves an apparent valuation of $50,000,000 added to the 
indebtedness of the railroads, without any corresponding increase 
in real value of assets in Minnesota. 

The capitalization of the railroads in the state therefore 
apparently increased from $38,000 to $46,000 per mile, or an 
increase of 20 per cent upon which the producer is supposed 
to pay profits. 

To pay interest on this fictitious stock at four per cent would 
require an increase of two million dollars in freight rates in the 
state of Minnesota. 

That the same system of over-capitalization has prevailed in 
other parts of the United States, is indicated by the fact that the 
total indebtedness of all roads doing business in the state of 

1 By William D. Washburn, Jr. 
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Minnesota increased from $1494,000,000 in 1900, to $2,184,000,000 
in 1904. 

This is a total increase of $689,000,000 in three years, or a 
tremendous increase of indebtedness without a corresponding 
increase in assets. 

This amount should have built nearly 17,000 miles of road, 
which in fact was considerably more than all the new mileage 
built by all the railroads in the United States during that time. 

Over-capitalization is too apt to be considered as one of those 
funny jokes by which the innocent are fleeced in Wall street. 
As a matter of fact, it is one of the most sinister evils that 
overshadows the economic life of the nation. 

Watered stock may not pay interest today or tomorrow, but 
it remains constantly in existence as a means by which unfair 
rates may be kept in force after they have become extortionate. 

The cost of carriage may be decreased from 25 to 30 per cent, 
as it has during the past twenty years, but the freight rate remains 
practically the same. 

As long as the railroad apparently pays from six to eight per 
cent upon its stock, public criticism is allayed. - 

For a clever people, it has taken the American people a long 
time to discover that 6 or 8 per cent upon watered stock is 12 or 
16 per cent upon the real value of corporation property. 

Watered stock is a contrivance, subtle, dishonest and unjust, 
not alone to living citizens, but likewise to their descendants, 
whose inheritance and enterprise are thus covered with a per- 
petual mortgage which automatically absorbs the profits to be 
made by generations yet unborn. 

On the assumption that only 50 per cent of all stock paid 
dividends in 1900, this leaves $2,500,000,000 of the railroad stocks 
that are purely fictitious. It will take $100,000,000 of additional 
net freight earnings to place this stock upon a 4 per cent basis. 
Rates will naturally be maintained or even increased in an effort 
to make earnings upon this fictitious capital. 

The issuance of watered and worthless stock should be strictly 
prohibited by the state in behalf of the citizen who is paying 
unjust rates to meet the interest upon the property that does not 
really exist. The cost of railroad carriage decreases yearly by 
the adoption of improved methods of transportation. Is it un- 
reasonable to demand that the public share the benefits thus 
derived by a substantial decrease in railroad rates as occasion 
warrants ? 
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PUBLIC OWNERSHIP OF RAILROADS : SAFETY 

OF TRAVEL' 

While at the present time the German state railways carry 
nine hundred fifty million passengers a year, compared with less 
than seven hundred fifty millions carried by the railroads in the 
United States, a comparison on this ground is not fair, inasmuch 
as the average journey in Germany is only about one-half as long 
as the average journey in the United States. The comparison 
should therefore not be based on the total numbers of passengers, 
but upon passenger miles. If we do that, we are more than fair 
to the railroads of this country, because, inasmuch as the traffic is 
far heavier on the German roads than the average traffic here, 
the liability to accident for the same number of passenger miles 
should be greater there. The carrying of nine hundred fifty 
million passengers over 33,000 miles of road means a very much 
denser traffic than the carrying of seven hundred fifty million 
passengers over 210,000 miles of road. Furthermore, it must be 
admitted that the risks of accident are at least proportional to 
the density of traffic, or, perhaps, even increase as the square of 
the density; we, therefore, on two equally well managed roads 
would expect to find the greater number of accidents happen on 
the roads with the denser traffic, or the one carrying the greatest 
number of passengers per miles of track. 

Table XVI. 

Comparison Between Number of Persons Killed and Injured for 

1,000 Million Passenger-Miles on American and 

German Railways 

U. S. Germany 
Number of passengers killed in collisions and 

derailments X4*3 ^-^ 

Total number of passengers killed 22.5 9.1 

Number of employees killed in collisions and 

derailments 24.4 1.2 

Total number of employees killed 141.2 42.6 

Number of passengers injured in collisions and 

derailments 254.3 35*8 

Total number of passengers injured 439-2 45.3 

Number of employees injured in collisions and 

derailments 199.0 14.8 

Total number of employees injured 2,808.0 11 1.5 

Total number of people killed 407-7 9i'4 

Total number of people injured 3,614.0 184.2 

^By Erik Oberg. Public, ix: 401-3. July 24, 1908. 
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For this reason a comparison of passengers killed and injured 
per a certain number of passenger miles is more than fair to our 
American railroads. If we make such a comparison we will find 
that while in Germany only one passenger is killed in collisions 
and derailments for one thousand million passenger miles (aver- 
age for ten years), in the United States fourteen passengers are 
killed in collisions and derailments for the same number of 
passenger miles. The number of the injured under the same 
conditions are in the proportion of one to thirteen. The total 
number of persons killed on the German railroads compared with 
the total number killed in this country is in the proportion of one 
to four for equal number of passenger miles. The total number 
of injured is in the proportion of one to fourteen for the same 
number of passenger miles. This comparison is between the 
German average for ten years, and the conditions on American 
railroads for the year ending June 30, 1905. If we, however, 
compare with the year 1900-1901 in Germany, which was par- 
ticularly one of great accidents, and one where the German 
average was greatly exceeded, we still find that for each passen- 
ger killed there, for a certain number of passenger miles, between 
six and seven were killed here in collisions and derailments. 
The proportion of those injured was one to seven under the 
same conditions. A detailed statement is given in Table XVI, 
where a comparison based on one thousand million passenger 
miles has been computed. It cannot be argued that the results 
there put forth are explainable for this country on account of 
higher speed or heavier traffic. The speed on all the German 
main lines equals or exceeds the ordinary speed of the trains of 
our railway lines, and as for traffic, few American railroads have 
as heavy a passenger traffic as the thickly populated German 
Empire offers its railroads. In reference to Table XVI it may 
be said that although the accidents were heavy in the United 
States in the year taken as example (1905), the comparison is 
still more than fair to our railroads, as the year selected for 
Germany shows that the number of passengers killed and injured 
in that year in collisions and derailments was more than three 
times the average number for the preceding ten years; the num- 
ber of passengers injured under the same conditions was nearly 
three times as great; and the number of accidents in general in 
that year was higher than the average for the German roads. 
Hence, a perfectly fair comparison for American roads is offered 
in Table XVI. It must, of course, be admitted that it is very 
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difficult to determine a basis for comparison of the fatalities 
to employees on account of the fact that in such a comparison 
the passenger as well as the freight service enters. Supposing 
that we compared the accidents to employees on the basis of the 
ton-mileage in Germany being about one-ninth the ton-mileage 
in the United States in the years compared. We would still have 
the proportion of employees killed in train accidents in Germany 
and the United States for the same number of ton-miles as about 
I to 6.3, and the proportion of those injured as i to 4.5. 

This comparison is a deplorable one to make. ''What is the 
use of our boasted development, if we cannot attain it except at 
such a cost of human life? Why is it that American railroads 
prove so much more unsafe to their patrons, as well as to the 
employees of the road?" asks one of our railroad journals. And 
the same journal proceeds : 

We do not believe that it is because American railway employees are 
less capable, or naturally more reckless. It seems more plausible that the 
explanation is rather to be found in the lack of true system in our train 
movements, due, perhaps, in the last instance to the financial influence 
which goyerns-our transportation system, creating, as it does, a spirit of 
irresponsibility. Whether the fact that German railroads are public prop- 
erty, run in the same manner as our government runs the postal service 
(with a great deal less political pull, to be sure), has anything to do with 
the greater safety of German railroads is difficult to assert, although it 
seems likely that this must be one of the favorable influences. At any 
rate, it is safe to say that private ownership, when accompanied by the 
past and present irresponsibility of railway managers, has proved fatal to 
the safety of passengers in the United States, and we earnestly hope that 
conditions will turn for the better, now that public opinion is aroused more 
than ever, and proper safeguarding is demanded for the life and limb of 
both passengers and employees. No other railway reform is more urgently 
needed. One important step was taken when the hours of duty of railway 
employees were shortened, but it is difficult by legislative measures to cure 
evils of this kind. What we need most of all is an aroused public opinion, 
and that somebody be held responsible in each case for this horrible killing 
and maiming. 

The figures previously stated should be considered if we are 
in doubt about the efficiency of governmental as compared with 
private management. Let us study the painstaking efforts of 
government-owned railroads in Europe, particularly in Germany 
and the Scandinavian countries, for the safety of the public. 
Let us wake up out of the sleep through which we have become 
so used to having hundreds of people killed yearly by railway 
"accidents/' that we have commenced to look uooo this matter 
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as the natural accompaniment of railroads. Let us realize that 
the necessity for railway accidents would be less imperative if 
the lives of our citizens were valued more than dividends on 
watered stock, arrogance in high office, and an all powerful 
monopoly, which, instead of being governed, has tried to govern 
the country, and, in fact, has succeeded in governing many indi- 
vidual states. 

The German railway authorities make every effort to make 
life safe on the railways, for passengers as well as for employees. 
Thorough investigations are made of every wreck, little or big, 
to find out the causes, and prevent their reoccurrence. Not in- 
frequently someone is held responsible and punished for their 
occurrence. Exhaustive testimony is taken with the thorough- 
ness of a criminal trial, the idea of the state railway managers 
being that the detailed history of railroad accidents affords the 
best basis for taking precautionary measures for their avoidance 
in the future. 

A German railway official, having traveled in the United 
States, in a well put statement charged many of our accidents 
to lack of punctuality and a general lack of systematic working 
of American railroads. Our train dispatching system, with a 
single responsible dispatcher for a large portion of a system, he 
considered out of date ; and he stated his belief that our railway 
system now, with introduction of mechanical signalling, etc., 
could make use of the more modern German system of running 
trains. He also found that at the stations the whole responsi- 
bility of the train movements was not placed in a single individual, 
as in Germany, and that this lack of systematic working also 
was a prolific cause of accidents. 

There are, however, some other important causes for railway 
accidents in this country which this German observer either did 
not realize or else did not call attention to. Among these ma|r be 
mentioned the overworking of employees ; the existence of train 
rules which cannot well be lived up to, and which employees are 
not expected to live up; the attempt to carry on a double track 
business on a single track road; general lack of initiative and 
fear of new departures; and in particular, too much adherence 
to that provincial American trait which prevents learning lessons 
from the outside, and profiting by the progress elsewhere. 

The safety of other state railway systems, besides the German, 
is not less noteworthy. The Swedish state railroads at present 
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carry more than 16,000,000 passengers a year. The total number 
of passengers killed by accidents not caused by their own care- 
lessness, has been eight for a period of forty-seven years. The 
number of passengers injured during the same period, the 
injuries not being due to personal carelessness, has been sixteen. 
On the Danish state railways only one passenger is either 
killed or injured for each 3,500,000 passengers. In the United 
States one person, in 1905, was either killed or injured for each 
70,000 passengers. 



THE RAILWAYS AND LEGISLATION* 

Railroad officers representing great transportation systems in 
a country which has nearly half of the world's railroads have 
been attacking, before committees at Washington, the bills past 
last week by the House. They say that these bills, if enacted 
and enforced, would bankrupt many railway corporations. Some 
of them have declared that the proposed legislation would even- 
tually compel government ownership and operation. Their com- 
plaints and criticisms are not wholly unwarranted. The bills are 
not in all respects what they should be. They should be amended. 

But these gentlemen should be asking themselves why such 
legislation is proposed, and why it has the support of so many 
of the American people; why there is a popular demand for 
severity in the treatment of railroads by Congress and federal 
executive officers ; why public sentiment approves legislation that 
may compel government ownership, and why so many are coming 
to see in such ownership the only possible cure for intolerable 
conditions. 

There is an answer at hand, as these gentlemen know, in the 
revolting and exasperating recent history of the New Haven 
company. It is an answer growing more distinct and emphatic 
every day. 

We are beginning to know what was done by the officers and 
directors of that company. The widows and orphans who in- 
vested in the compan3r's stock all that stood between them and 
the poorhouse know, to their cost, and can place the blame where 
it belongs. But what was done by state authority to protect 
them? Did the railway commission of any New England state, 

* Independent. 78:472. June 15, 1914. 
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or New York's commission, ever interfere to inquire as to the 
work of the scoundrels and the faithless trustees, and to pre- 
vent what has taken place? Was there any protection to be 
found in the legislatures? Is it surprizing that those who suf- 
fered and many who sympathize with them may be thinking of 
government ownership as of something greatly to be desired? 

The officers who have been testifying at Washington should 
soberly review the list of the New Haven offenses. They should 
recall the juggling of the books, the burning of records, the pur- 
chase of franchise amendments by bribery involving the payment 
of $1,200,000 for bunches of paper "worth ten cents a pound"; 
the expenditure of $ii,oco,ooo for a branch worth only $5,000,000, 
and an increase of this investment to $35,000,000 for a road 
operated at an annual loss of $400,000 ; the payment of $20,000,000 
for a trolley system worth not more than $8,000,000, but valued 
highly by a senator of the United States; the destruction of 
books that showed who had owned this property ; the purchase of 
other trolley systems, and of steamboat lines, at prices which 
suggest corruption on both sides ; the shifting of railroad shares 
which gave a coal merchant in the little city of Meriden a profit 
of $2,7000,000; the destruction of books relating to this curious 
transaction; the employment of political state bosses at generous 
annual salaries, and many other things that brought almost to 
bankruptcy this old company, serving one of the richest railway 
territories in the world. 

Is there not enough in the record of this foul activity, imre- 
strained by state or other authority, to suggest a resort to gov- 
ernment ownership? Had the officers who have been testifying 
at Washington any knowledge of what was going on in New 
England? It may be that they had none. But would it not 
have been to the advantage of the entire railway industry of the 
United States for them and their honest associates to inquire 
about such things, and to check the offenders* course? We 
suggested some months ago that there ought to be a vigilance 
committee, to guard and restrain the industry's black sheep. It 
is not too late now to appoint one. 

What does the organ of the railways, an old and conservative 
journal, say about these things? We quote from the Railway 
Age-Gazette : 

The great danger is that the disclosures regarding the conduct of the 
Mellens, the Yoakums and the rest of their ilk will cause the passage of 
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more radical legislation than the conditions justify. If excessiyely drastic 
legislation shall be past, we trust that there will be no hypocritical wailing 
from Wall Street about ignorant public hostility toward railways, and 
about the public being misled by demagogs. The buccaneers in Wall Street 
and the fools and cowards in Wall Street who let the buccaneers work 
their wills are the chief authors of such legislation. 

It is a toss-up whether the demagogs or the highbinders of finance are 
doing the more to bring all the details of business under the regulation of 
public officials. Eugene V. Debs, Morris Hillquit and Upton Sinclair think 
that they are the real leaders of the Socialist movement in this country. 
They take themselves too seriously. The real leaders of Socialism in this 
country are such men as Charles S. Mellen, B. F. Yoakum, and the direc- 
tors of the New Haven, Frisco and other roads who are too crooked, 
cowardly, indolent or incapable to perform the duties of their positions. 

These are not the remarks of a radical journal moved by 
hostility. They are given to the public by a faithful friend and 
representative of railroad interests. We commend them to the 
consideration of the railroad officers who have been testifying 
at Washington. 



THE RAILROADS AND THE NATION* 

The application for an increase of five per cent in railroad 
rates which is now being considered by the Interstate Commerce 
Commission involves questions much more difficult and mo- 
mentous than those which appear upon the surface. It involves 
the whole relation between the railroads and the nation. It 
involves the success or failure of the policy of administrative 
regulation of the most important public utility in the cotmtry. 
It involves the policy of public ownership as an alternative to 
public regulation. The Interstate Commerce Commission was 
constituted, and its powers have been gradually increased, in 
order to mediate between the railroads and the nation, in order to 
convert the privately owned railroads into a satisfactory public 
transportation agency. It was assumed that the conversion could 
be made without doing any injustice to the owners of railroad 
securities, and without losing any of the advantages which have 
resulted from private ownership and operation. After the ex- 
perience of the past eight years, can this assumption continue 
to be accepted, and if not, what, arc the possible alternatives? 
Is regulation to be relaxed and the owners of railroad property 

^New Republic, x: xi-ia. November at, 1914. 
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allowed a more decisive voice in its management? Or is the 
division of responsibility and the conflict of interests to be 
wiped out by the nationalization of the railroads, and their man- 
agement exclusively as a public utility? 

The friends of the railroads have themselves raised these 
questions by the presentation of their case to the Commission. 
When the previous application for a five per cent increase was 
pending, they reiterated with the utmost emphasis the assertion 
that the real choice lay not between acquiescence or refusal, but 
between acquiescence and ultimate government ownership. They 
declared that unless the net return upon the capital invested in 
railroads was increased, they could not raise the money needed 
to supply the country with an adequate transportation service. 
Undismayed by this threat the Commission allowed the railroads 
only a fraction of what had been claimed as an indispensable 
minimum. The decision was accepted under protest, and the 
application renewed as soon as the war presented a plausible 
excuse. If it is again refused, how about the reality of the ad- 
vertised alternative of an increase in rates or a collapse in credit 
and service — of a larger return on capital, or eventual govern- 
ment ownership? 

Surely the alternative is coming to have an increasing amount 
of reality. The owners of the railroads will have to be trusted 
with a larger amount of discretion in the management of their 
property or the property itself will have to be purchased by the 
nation. Whatever the justifiability of the treatment which they 
are now receiving, the treatment itself is bound to injure their 
ability to perform their work. It is not merely that they are 
running a business the expenses of which are steadily increasing, 
without being able to exact corresponding increase in receipts. 
It is not merely that since the beginning of the parcels post they 
have been underpaid by the government for the carriage of the 
mails, and left almost defenceless against the demands of their 
employees for higher wages. What is even more serious from 
the point of view of the railroad manager is the extent to which 
the bonds are being fastened upon him. The Interstate Com- 
merce Commission is seeking supervision over every phase and 
every detail of railroad management, and these increasing powers 
are being granted on the assumption that private management 
cannot be trusted to act in the public interest except under the 
influence of coercion. Neither does the increasing actirity of the 
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Interstate Commerce Commission protect the railroads from the 
equally or more disconcerting supervision of state commissions 
and legislatures. 

The intelligent public opinion of the coimtry is consequently 
faced by the question of deciding whether administrative super- 
vision has succeeded in converting the railroads into public 
servants without injustice to the owners of the railroad securities, 
and without any sacrifice of the advantages of private manage- 
ment We do not see how this question can be answered in 
a manner favorable to existing policy and methods. The owners 
of the railroads are possessed by a profound conviction that they 
are being unwisely and unfairly treated, and that the end of the 
prevailing process of regulation will be a diminution in efficiency 
and a confiscation of property. Yet in spite of the comprehensive 
and drastic nature of the regulation, the railroads remain an 
object of public suspicion. The Interstate Commerce Commis- 
sion is convinced that the unregulated phases of their manage- 
ment are still characterized by grave abuses. It can advance 
strong arguments in favor of increasing supervision so that its 
authority will comprehend the causes of accidents and the issue 
of securities. Regulation, so far from having diminished the 
amount of friction has perhaps increased it. 

Railroad men feel sure that as properties the railroads are 
being bled white. But their grievances have not disarmed 
public opinion. It is unwilling to return to the railroads a 
freer hand and to acquiesce in an increase in rates or privileges, 
unless some assurance is obtained that the existing privileges 
and revenues are being properly used; and such an assurance 
seems remote at a time when so many flagrant cases of railroad 
mismanagement continue to be uncovered. We are not able or 
willing to check the increasing tide of regulation. Yet we can- 
not accomplish by means of it what needs to be accomplished. 
The supervision, while it is succeeding in slowly improving the 
structure of railroad rates and in doing away with many abuses 
of management, is succeeding equally well in impairing the ability 
of the railroads to perform their positive and vital functions. 
The resulting situation combines many of the disadvantages of 
private and public ownership with very few of the advantages of 
either. 
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PROSPECTS OF STATE OWNERSHIP IN 

ENGLAND^ 

That nationalization of our English railways is bound to 
come I have long believed. That it will come pr*etty soon, I 
fully expect. Judging by the evidence before the Royal Commis- 
sion now sitting, the great majority of the great manufacturers 
and traders of the country are opposed to it, the Leeds Chamber 
of Commerce among the number. But the captains of industry 
have few votes ; the railway servants alone can vote them down ; 
the trade union vote would simply swallow them. And I have no 
doubt which way the working classes, who expect the bottomless 
purse of the state to provide simultaneously higher wages, 
shorter hours, easier work and lower fares, would vote. 

For my own part I shall greatly regret the change, which I 
believe to be inevitable. Not only because — 

Men are we and must grieye when even the shade 
Of that which once was great has passed away, 

but because we shall lose, in my judgment, more than we can 
gain. I admit we shall gain something — a good deal perhaps. 
English business admittedly had grown slack — take the iron and 
engineering trades for instance — twenty years ago. Rule of 
thumb methods, antiquated machinery, neglect of cost accounting, 
and so forth, held undisputed sway. English business was effec- 
tually awakened by the severity of foreign competition. English 
railways are not exposed to foreign competition, and their meth- 
ods still need modernization. The railway profession nowadays 
needs the best brains and high scientific training. Our railways 
mainly recruit their headquarters staff from the rank and file. 
The headquarters staff of the civil service are the pick of the 
very best brains of the country. I cannot doubt that national- 
ization would at the outset lead to more scientific and, therefore, 
more economical operation. 

I will concede another point and a big one. No nation has 
yet solved the problem of satisfactory state control of a private 
railway system. Our railways used to be pretty well controlled 
by competition. But competition is dying before our eyes. There 
remain the Board of Trade and the Railway Commission. No- 

^By W. M. Acworth, Chairman of the London Tramways Company. 
Published in Railway Library and Statistics, 1914, p. 182-5. 
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body, I assume, supposes that they control the railways. The 
Roy^l Commission now sitting has shown no signs so far of 
having begun to think out a scheme of adequate control, or even 
of appreciating that such a thing is required. France used to 
have, under the name of Comiti Consultatif, a really competent 
body of experts controlling its railways on the commercial side. 
But of recent years political pressure has greatly increased the 
membership of the committee till it has become an overgrown 
debating society, whose debates are not primarily conducted from 
the point of view of the public interest. As for America, high 
hopes were entertained not long since of the Interstate Com- 
merce Commission. But its recent record has disappointed even 
its most fervent admirers. And at this moment the commission, 
having done its worst in impairing the credit even of the strongest 
companies, is occupied in eating with what grace it can a decision 
on the most important question ever submitted to it, which it 
pronounced after twelve months* inquiry as recently as last July. 



INTEGRATED AMERICA* 

Anyone who is trying to get Congress to adopt a national 
project is likely to find himself balked by the intensity of local 
feeling. In its worst form this particularism appears as the 
pork-barrel, but that is not its only form. States' rights, pro- 
vincial patriotism, sectional interests, not only stand in the way 
of an adequate military program ; they obfuscate issues like con- 
servation and the control of industry. This local-mindedness is 
cut across by a still graver kind of disunion — ^the divisions of 
class and clique. No one supposes that any measures now within 
the realm of statesmanship can obliterate the hostility and rivalry 
of sections and groups. Hamilton with all his genius achieved 
merely a working union, not an ideal union. What we have to 
aim at is plans that will wed larger and larger masses of Amer- 
icans to the federal government, and allay the worst forms of 
suspicion which hinder national action. 

Without a railroad system Americans scattered through so 
immense a territory could not cooperate at all. We should be 
a collection of deaf and dumb communities, much like China or 

^From article by Walter Lippmann. New Republic. 6:65-7. February 
19, 19x6. 
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Russia, in which the mass of people would never think or act 
effectively as a nation. The railroads, as their publicity men 
tell us, have become the chief source of American unity. They 
reach out into the most obscure village and destroy the sense 
of distance. When a man wishes to take a vacation and ''get out 
of America," he hunts up a place not on the railroad. When a 
little town secures connection with some trunk line it feels as 
if it had been absorbed into the nation's life. 

Yet just because the railroads play so large a part in welding 
us together, they are also capable of setting us against one 
another. The power to make rates is the power to discriminate 
between communities. Over this power a tremendous struggle 
goes on. Some sections are well served, others poorly, and as a 
result the railroads are a source of great sectional rivalry in the 
United States. States' rights has taken on a new intensity owing 
to the effort of different sections to regulate railroads in their 
own interest. There has developed a tangle of local conflicts due 
to the fact that state commissions try to bend the management 
of railroads in the interests of a particular locality. This rivalry 
exists because American railroads are not operated as a unit 
but as competing systems. The effect of the conflicts is to dis- 
organize American political thought, for they align business men 
against each other, and deepen particularist as against national 
habits. The pork-barrel is in many ways a minor sign of this 
deeper disunion. 

Because we cannot operate our railroads as a unified national 
service, we cannot undertake any thorough military preparedness, 
we cannot coordinate our industrial resources, we cannot really 
control business in the interests of the nation. There can be no 
thorough plan of economic development because the government 
has no positive leverage upon it. Not only reformers but the 
wiser railroad men are beginning to see that the railway problem 
is becoming constantly more "impossible." They recognize that 
rate-making is a public function, yet it can never be satisfactory 
or tolerably fair under existing conditions. It is plain that you 
cannot make an equal rate for two systems one of which has 
long hauls and the other short. The same rate is almost certain 
to be excessive for one road and too small for the other. Under 
a unified system this difficulty would not arise, since the excess 
earned by one part could be applied to the deficiencies of another 
part. 
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The same problem arises in regard to wages. The railroads 
today face the most powerful unions in America. A prosperous 
road may be able to meet their demands, while a poor road can- 
not. Moreover, these unions, which represent the skilled workers, 
are becoming so great an interest that private railway manage- 
ment cannot cope with them. It is fairly clear that wage-making 
on the railroads will have to become a public function. But 
wages can never be regulated fairly for competing railroads. 
The roads must operate as a unit if equal wages are not to 
prove an impossible burden. 

With rates and wages, safety appliances, kinds of service, and 
what-not regulated by the government, private railroad initiative 
has all but disappeared. What remains is the worst feature of 
private management — ^the fact that the railroads are not one 
national system over which burdens can be distributed according 
to needs. And the responsibilty is divided. Neither the railroad 
executives, nor the government, lior the unions have that essen- 
tial of good administration — the combination of responsibility 
with power. 

This profound disorganization at the very heart of our indus- 
trial life is the opportunity of the statesman who wishes to 
integrate America. The political leader who has the vision to 
see that to nationalize America he must first nationalize the 
railroads will be the man who has taken a step towards realizing 
Mr. Roosevelt's intentions. To transfer to the federal govern- 
ment the management of the nineteen billion dollars of capital in 
the country's most vital industry would do more than any other 
thing to make us a nation. The interests of the national govern- 
ment would then be unmistakably superior to those of the states 
and private interests. The government would then have the 
instrument and the power for controlling and stimulating busi- 
ness. By its control of rates and railroad development it could 
coordinate industry, and there would be created a very large 
class of bondholders, employees, shippers, executives, whose 
immediate interests were national rather than local. 

The obvious objection is that our government is too inefficient 
to operate so great an industry. To be sure it already controls 
all vital operations, exercising power without responsibility, but 
the real answer is that efficiency grows from practice and need. 
Give a great enough number of people a vital interest in railroad 
efficiency, and if you have any faith in the American character 
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you must believe that they will develop that efficiency. Railroad 
nationalization would make efficiency a moral issue in American 
politics, because the evils of inefficiency would be felt in every 
corner of the uion. Only in some such great enterprise can Amer- 
icans be expected to learn their most needed lessons: that a 
successful democracy must have a powerful government, that it 
must be a government which touches their lives if they are to 
cherish it, that it must be the custodian of interests so great 
that inefficiency and waste and the lack of public spirit are crimes 
against the state. It is hard to see how Americans can develop 
national responsibility in any other way than by assuming it. 



POSSIBILITIES OF GOVERNMENT RAILROAD 

CONTROL' 

Of all quasi-public industries, the railroad is, perhaps, the 
greatest cause at the present time that is operating to prevent 
equal opportunities in modern industry. The industries of the 
country are more dependent upon the railroads than upon any 
other one condition, and the way in which these are managed is 
the greatest power to create or destroy democracy in industry. 

In the private management of quasi-public industry the one 
object kept before the mind of the manager is always ''How 
will I secure the greatest returns?'' He is always thinking 
about what the traffic will bear. If a certain rate will not bring 
in the greatest amount of money, such a rate cannot be fixed. 
It is the same in considering the effect of any contemplated im- 
provement in the service. If it does not appear that it will in- 
crease the revenue, it is not be to considered. Life-saving de- 
vices are not to be thought of if they do n^t assure a money re- 
turn. This is well illustrated in the case of the automatic 
coupler. The railroads would not adopt it till after a quarter of 
a century of agitation and only when they were finally compelled 
by Congress. It was a question of social welfare, and the rail- 
road is operated for the purpose of making money, and accord- 
ingly social welfare is a secondary consideration. 

Under government control it is reasonable to expect that in 
the operation of the railroad the effect on national welfare as 
well as the mere earning capacity of the business would be con- 

^By John B. Phillips. Arena. 34:458-61. November, 1905. 
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sidered. It is quite possible to imagine cases in which the 
money return might in some measure be sacrificed for the 
benefit of the nation as a whole. This is the way the post-office 
is managed at present. It is better that there should be a shght 
deficit and that it be made up by general taxation than that the 
rates of postage should be raised to make the post-office, a self- 
supporting institution. On^ of the interesting cases illustrating 
this point is that of the local rundreise tickets in Switzerland. 
In that country it is possible to get a ticket good on all railroad 
and steamboat-lines, limited to two weeks or one month, for ten 
and twelve dollars respectively. It is possible that this price 
does not pay the expense of carr3dng the passenger, but the pros- 
perity of that country is largely dependent upon the amount of 
foreign travel and therefore the importance of selling tickets 
so as to encourage this is the same as cheap postage in the United 
States. 

At present in the United States there is little thought of the 
social effects that may be produced by freight-rates. In ad- 
justing the rates at which various commodities are to be carried, 
it is wise to consider the social importance of the commodities. 
For carrying some things the rate should be very low, while in 
the case of others whose social necessity is not so great the rate 
can be kept higher. It has been pointed out by some thinkers 
that there are commodities that are so indispensable to the wel- 
fare of the population that they should be supplied at a mini- 
mum of cost. The government has provided some things that 
are of transcendent importance to the welfare of the community. 
Among these is a supply of pure water. It may be that there 
are other commodities that should be provided at the lowest 
possible cost on account of their importance and among them 
might be mentioned coal. It has been argued that coal should 
be transported at a very low price. 

With government control of the transportation industry, the 
rate for carrying this commodity could be fixed in some measure 
according to its social effects. It could be placed very low and 
the deficit made up by a higher rate on some other commodity. 
If the rate for carrying coal had been fixed so low that it would 
not yield any profit to the railroad companies, they would not 
have bought up the coal-lands in Pennsylvania at so high a price 
in the hope that they were to make fortunes by carrying the 
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coal to the seaboard. It is a matter of common knowledge that 
the railroad companies in the anthracite regions purchased these 
lands at more than they were worth in the hope that by monopo- 
lizing the outlet from the mines they would be able to control the 
price of coal. They paid so much for the lands that some of the 
companies have not been able to pay any dividends to their stock- 
holders. The attempt to get money for dividends by various 
methods of curtailing expenses in the mines is what led to the 
disastrous coal-strike. All this trouble might, perhaps, have been 
avoided if there had been government control of rate-making 
and a rate for the transportation of coal placed at so low a figure 
that there would have been little or no profit to the companies 
in securing a large business in carrying that commodity. Be^ 
tween managing a quasi-public industry like the railroad to 
secure the largest financial return and managing it to secure the 
greatest social welfare, there seems to be an irrepressible con- 
flict. 

It is important that the people should make their influence 
felt in the control of those forces that have most to do with 
their social and industrial welfare. At the present time when 
quasi-public industries are wholly under private control, it is 
difficult to do this. Devices to prevent loss of life have not come 
as rapidly as the public has thought they were needed. Frightful 
railroad accidents entailing great loss of life are of frequent 
occurrence. There ought to be some way in which public senti- 
ment might make itself felt in cases of this kind without being 
obliged to await the pleasure of a corporation in so important 
a matter as that of safeguarding the lives of the people. 

Government control of railroads might be such as to guar- 
antee that all possibilities of industry along the line of the road 
would have a chance to be developed. Under the present system 
of privately managed roads it is possible for the manager to 
ignore completely the desires of certain localities and take no 
steps to secure the development of industry there. A railroad 
manager may be anxious to sell the stock of his company at a 
high price and after a few years leave the road entirely in the 
hands of other owners. To do this he will curtail operating ex- 
penses and cut down the amount of money for improvement and 
thus allow the road to deteriorate, but will meantime be able to 
pay larger dividends to the stockholders and thereby raise the 
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value of the stock. Persons anxious to develop industry along 
the line are made to suffer for the sake of the speculator in 
railroad stock. 

In modern private industry it can hardly be expected that 
the affairs of a large corporation will be so managed as not to 
give some patrons an advantage over others. The railroads are 
immense corporations competing with each other to secure busi- 
ness and earn dividends for their stockholders. More than in 
anything else the railroad manager is interested in the quotations 
of the stock of his company as they appear from day to day in 
the Wall street reports. A good showing there is what assures 
him his position and also his standing in the railroad world. 

Pressed as such men constantly are by fierce and relentless 
competition, they are always on the alert to secure new business 
or to increase old. Giant corporations are endeavoring to secure 
special rates from the transportation lines. Some of the com- 
binations are stronger than the others and can therefore bring a 
greater pressure to bear on the railroad companies. The result 
has usually been that the larger corporations have succeeded in 
getting special reduced rates from the transportation companies. 
In this way they have been able to starve out their competitors 
who have been compelled to pay higher rates for their transporta- 
tion. 

It is well known that many trusts are in large part the crea- 
tion of discriminating railroad rates. In the histories of the 
Standard Oil Company much of the strength and prosperity of 
this combination is attributed to its ability to secure rebates 
from the railroads. No independent refiner can compete with 
the Standard if he does not have the privilege of shipping his 
oil at as low rates as this company. The rebate is said to be still 
in existence and in cases where it is not the rates are so fixed 
as to favor the Standard. 
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A FEDERAL RAILROAD BOARD* 

To THE Editor of The Sun: Railroad stockholders do 
not control the policy or elect the direcors. All they care 
about is dividends. They never think of attending corpo- 
rate meetings and generally don't even send in their proxy. 
There are thousands of them and they are strangers to each 
other. The whole management, control and policy is in the 
hands of a few insiders. Any railroad stockholder will tell 
you that. The average railroad stockholder is a deadhead in the 
enterprise, a nonentity,, a moribund quantity, and, worst of all, 
he doesn't care. He no more controls the policy and elects the 
directors than the flowers that bloom in the spring. He is for 
profit only and is not even ornate. All that the railroad wants 
is his money and that is all they get. I am a railroad stockholder 
myself and a substantial one, and hence I feel privileged to 
abuse my unknown associates, who have been as derelict as I 
have been. "Lex" says that recently in one railroad the stock- 
holders turned the management out. True enough, but that was 
after the company was ruined. The stockholders slam the stable 
doors after the horses have disappeared. *Lex" says that the 
president is elected by proxies. That was the theory, but it 
broke down almost in the very beginning. One great fact is 
clear, namely, that railroad stockholders do not count, and that 
inside coteries elect the directors and run the railroads as though 
they owned them. 

A second great fact is that the public will not tolerate much 
longer this mode of choosing railroad directors. John Finlay 
was right when he said, "Democracy, beginning in the Mississippi 
Valley, is seeking now a perfect impersonal transportation ma- 
chine." "An impersonal machine!" That means a great deal. 
It means that the public shall control. The present machine is 
intensely personal. Like the old turnpike system it has served 
its purpose, but is outgrown and has got to go. In fact, it has 
become so bad that it simply cannot obey the law. Only the other 
day the Supreme Court of the United States refused to interfere 
with fines aggregating over $200,000 imposed on the New Jersey 
Central for illegal discriminations in favor of a coal company. 

^ By William W. Cook, General Counsel of The Mackay Companies. A 
series of letters to the New York Sun. 
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And a few years ago the New York Central was heavily fined 
for rebates on sugar shipments. Nor is the Pennsylvania Rail- 
road free from guilt. Railroad competition has degenerated into 
criminal competition — competition in giving criminal rebates and 
secret discriminations. The great, fundamental trouble is that 
these directors represent no one but themselves. They don't 
represent the stockholders nor the investors nor the public. 
Graft also has crept in, but the situation is ugly enough without 
going into all of that. Private control is the source of our 
troubles. 

Some great change is impending. The railroads are writhing 
under "regulation." Public facilities are cramped. Investors arc 
dissatisfied. Money cannot be had. The public is hostile to the 
"control." The government has seized control of railroad income 
by controlling rates, without assuming any responsibility for 
financial results. The time has come for the government to take 
full control and assume the responsibility as well as the power. 
Under the Monroe Doctrine we would not let Europe furnish 
a policeman and would not furnish one ourselves. But that 
would not do, and now look at Cuba, Santo Domingo, Hayti and 
others. The American government having assumed power over 
the railroads, is now bound to assume responsibility, name the 
directors and assure a fair income to investors. 

Of course all railroad men and bankers will oppose this. Men 
do not easily give up a power, and for fifty years they have had 
it. But a change is impending. The railroad oligarchy has got 
to go, and the only question is the order of its going. .Now, 
when the railroads are knocking at the door for relief — now is 
the time to put out the usurpers. There will be no peace until 
the public has control. 
April 3, 1916. CiviTAS. 

To THE Editor of The Sun: The present system of rail- 
road regulation and control is breaking down. Congress is about 
to consider how it should be recast or whether government own- 
ership is preferable. The elements of the problem are as follows : 

Money — Mr. Prouty of the Interstate Commerce Commission 
recently said that regulation would break down, if at all, because 
investors would not purchase railroad securities. One billion 
dollars a year is required for necessary railroad extensions, 
equipment, improvements and terminals. At present the investors 
will not furnish the money. They prefer industrials, foreign 
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loans, state and city bonds. Even in these flush times of easy 
money the railroads cannot get the money. Government owner- 
ship of course could furnish the money. 

Excessive Regulation — Some forty-five state commissions are 
hammering away at the railroads and have almost ruined them. 
Practically everybody believes that it should be stopped. Of 
course government ownership would stop it. 

Discrimination and Rebates — These would cease with govern- 
ment ownership. 

Wasteful Competition — ^President Ripley of the Atchison, 
Topeka & Santa Fe recently pointed out that every night five 
passenger trains start from Chicago to Kansas City on five com- 
peting railroads, and yet one is enough for the traffic; and that 
six trains start from Chicago to Omaha and five to St. Paul, 
where one would suffice. Four twenty hour trains pass between 
New York and Chicago daily. All of them are dangerous to 
life. All economists now admit that real railroad competition 
is a thing of the past. In fact, railroad competition at present is 
criminal competition, competition in giving secret rebates and 
discriminations with a dash of graft in them. Every few weeks 
there is a government prosecution and a railroad conviction and 
a heavy fine. A short time ago the Supreme Court sustained 
fines aggregating over $200,000 on the Jersey Central alone. Gov- 
ernment ownership would end this, but federal incorporation 
and a federal railroad board naming the directors would equally 
well end it. Wasteful and criminal competition would cease in 
either case because the public would have control. Furthermore, 
railroad monopoly would become public monopoly. For instance, 
the New York Central Railroad's monopoly of freight trackage 
in New York city, now about to be riveted down, to the unwise 
exclusion of trunk lines terminating in Jersey City, would be 
controlled by this federal railroad board and many ambitious 
designs thwarted. 

Wasteful Regulation and Litigation — New York state alone in 
1914 expended $3,792,884.74 on its two commissions. Forty-five 
states have similar commissions. Then there are railroad officers, 
employees and clerks who do nothing but attend commission 
hearings. Then there are the lawyers. The annual expense of 
all this would pay the interest on a vast sum, which might better 
be invested in railroad needs. Government ownership would 
eliminate this. 

Conflict Between the Railroads and the F«&/fc— When the 
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railroads were being constructed they were very popular. They 
opened up the country. Then conflict began, resulting in state 
and federal regulation. That conflict will continue because it is 
due to diversity of interests. There will be no peace until the 
public fully controls the railroads. At present little inside oli- 
garchies of railroad men control them. The stockholders have 
no control. This cannot continue. Government ownership would 
put an end to this conflict between the railroads and the public. 

The above six elements of the railroad problem favor gov- 
ernment ownership as a solution. 
New York, May i. Civitas. 

To THE Editor of The Sun: The Railroad Business Asso- 
ciation is a New York organization. Some 286 great manufac- 
turing and contracting corporations scattered throughout the 
Union make up its membership. They are producers of steel and 
iron and coal, of locomotives, cars and railway supplies. Rail- 
roads and railroad men are not admitted, but they are customers 
of the members and hence there is naturally a strong railroad 
bias. That association was formed several years ago to deal with 
the railroad problem. It proposes no remedies, but points out 
the troubles. It issues "bulletins" from time to time. The latest 
one summarizes railroad grievances as follows: The injury to 
one state by exactions from railroads in other states ; duplication 
of cost by different states having different regulations ; deliberate 
attacks by one state on the commerce of another state; ruin of 
railroad resources by state actions; limited tracks and terminals 
due to the same cause; conflicting and overlapping jurisdictions 
over railroads ; regulation by railroad zones ; which are artificial ; 
Interstate Commerce Commission acting as advocate, prosecutor, 
jury, judge and expert; subordinate officials making decisions; 
lack of power of the commission to order higher rates; protec- 
tion of the shipper without protection of the railroad ; failure to 
give such rates as will enable the railroads to obtain fresh money 
to keep up with the growth of the country. 

This certainly is a formidable indictment. And it is true, 
every word of it. "Guilty!" 

But how about that other indictment? I refer to the indict- 
ment which is now being tried out before the bar of public 
opinion — the indictment of past and present railroad directorates. 
The indictment charges that they are there because they happen 
to be there, or because they have broken in, or because they 

e 
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inherited their position, or because they took it by default, the 
old directors having scuttled away like rats. The indictment 
further charges that those directors are the cause of our troubles 
and that it is time for them to go. They have caused the stock- 
holders to lose hundreds of millions of dollars. They have 
aroused the hostility of the public. They have driven away the 
investor. They have been incompetent and at times crooked. 
They have run the railroads as though they owned them. They 
still pine for the fine and free old days when "all sorts of rates 
could be had and all sorts of tariffs could be found." They 
have been in power for forty years. They are a fizzle and a 
failure. They are utterly discredited. "Mene, mene, tekel up- 
harsin." So runs the indictment. And it is a true bill. "Guilty" 
is again the verdict. 

But what are we going to do about it? Federal incorporation 
alone will not insure proper railroad directors. It would merely 
continue present ones. Railroad men and bankers want federal 
incorporation merely to escape state persecution. They have no 
idea of giving up their power. Not at all. They don't propose 
to give up anything. It is useless to argue with them that a 
federal railroad board would name better directors; better for 
the stockholders, the bondholders, the public, better for the 
railroads themselves. The present railroad directors believe that 
the railroads couldn't go on without them. The national banks 
had the same idea about banking until the Federal Reserve Board 
taught them better. 

The public has no grievance aprainst the railroads themselves ; 
those massive locomotives, those beautiful coaches, those humble 
lumbering freight cars, those towering bridges, those solid em- 
bankments, those heavy rails, true as steel — all patiently waiting 
to do the will of man. Neither has the public any grievance 
against those faithful and efficient engineers, firemen, conductors, 
brakemen, station agents and 3rardmen. In other words, the 
public grievance is not against the railroads and their operatives, 
but is against the small coteries of men who dominate them — 
dominate, not for the public good, but for their own ends. 

Fifty years ago the New England railroads gave free rides to 
their stockholders to attend annual meetings to elect directors. 
Men and women, farmers, tradesmen and small manufacturers 
all held a few shares and attended, as they attended the old New 
England town meeting, to elect the best men, the wisest heads. 
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Now, however, gigantic corporations with hundreds of millions 
of capitalization and tens of thousands of stockholders, scattered 
far and wide, hold their annual elections hundreds of miles 
away from the stockholders. Personal attendance is impossible 
and so the proxy system has grown up. The Union Pacific holds 
its annual meeting in Utah; the Southern Pacific in Kentucky. 
Single stockholders no longer count, and the owner of even a 
million dollars of stock has no more influence than a feather in 
a gale of wind. That mode of electing directors is a farce. The 
old rotten boroughs of England are again in evidence in these 
annual railroad meetings. The result^ is New Haven, Frisco 
and Rock Island. Such episodes will keep on occurring so long 
as this system continues. 
New York, May. 8. Civitas. 

To THE Editor of The Sun: One of the irrepressible con- 
troversies in this country is the intermountain rate question. 
More than twenty-five years ago the Rocky Mountain country 
complained to the Interstate Commerce Commission that the rail- 
road rates from the east to the Rocky Mountain country were 
greater than from the east to the Pacific Coast. The commission 
in its decision (21 I. C. C. 342) said: 

The intermottntain country, in which Reno is a typical point, has led 
in this agitation. A shipper finds it difficult to reconcile himself to paying 
I500 a car for the transportation of a car load of merchandise to his own 
city when that same carload will be carried from the same point of origin 
through his city to a point 500 miles beyond for $300. Such a condition 
appeals to all as prima fa^ie unjust. 

The excuse given by the railroads was that the rate from 
New York to San Francisco competed with the water rate around 
Cape Horn and across Panama, and had to be a low rate or else 
all the traffic would go by water. As to this, however, the com- 
mission said (p. 346) : 

At that time the railroad interests evidently determined upon driving 
the ships from the sea, and they very proudly admit that they succeeded in 
this effort at least to the extent of nullifying or controlling the water 
competition. 

The monopoly felt insecure, however, because, as the commis- 
sion said: 

Without a ship upon it, the ocean has the power to restrain, in some 
degree, the upward tendency of rail rates. A railroad may not safely 
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indulge its desire to impose all tlw traffic will bear between two ocean 
ports, and it may truly be said that the least poetical of railroad traffic 
managers nev«r looks upon the ocean without a sense of awe. (Page 352-) 

In that decision in 191 1 the commission cut the inter-mountain 
rates heavily, but allowed the rate from New York to San 
Francisco to be 25 points less than from New York to Reno. 
An appeal was taken to the "Commerce Court" (a court abolished 
soon after being born) and that court declared that the commis- 
sion was wrong (191 Fed. Rep. 856). Then an appeal was taken 
to the Supreme Court of the United States and that court de- 
clared that the commission was right (234 U. S. 476). That was 
in June, 1914, and thirty days later the matter again went before 
the commission, and this time the Panama Canal had a bearing. 
The commission decided January 29, 191 5, that the discrimination 
might be continued (32 I. C. C. 611). Three months later the 
commission rendered another decision relative to rates to interior 
California cities, such as Sacramento and Stockton. The com- 
mission allowed the railroad to make higher charges to these 
interior California cities than to California cities on the coast 
(34 I. C. C. 13). Then the matter was taken up by those cities 
into the United States Court in California, and in December, 191 5, 
two out of three judges enjoined the railroads from making 
higher charges to these interior California cities. A rehearing 
has now been granted. Meantime the Interstate Commerce Com- 
mission has taken the matter up again and hearings are going on. 

The Rocky Mountain states still have a grievance. At the 

present time the railroad rates are as follows on a carload of 

wire. 

New York to San Francisco $ss5 

New York to Sacramento a6i 

New York to Reno 330 

I have before me a letter from an ex-Congressman of one 
of those states in which he says : 

I predict that the transportation question, west of the Mississippi, is 
one which will have to be adjusted on an equitable basis or there will 
have to be a revolution. 

This is strong language, but shows the intensity of the feeling. 
The commission itself in its decision said: 

How have the carriers justified this blanket to the coast but not to 
intermediate points. Long before the blanket had been stretched to its 
present western extent the community intermediate between its eastern 
border and the Pacific made a protest against the injustice that was being 
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done. For nearly a quarter of a centnry this complaint has been heard 
and haa ceased at times only to be revived with greater earnestness. A 
line of railroad policy which leads to such result may be presumed to 
have in it something artificial and unnatural. That which appeals to tis as 
unnatural in this situation is that rates which are said to be less than 
reasonable because compelled by ocean competition are made from points 
where we can find no such competition. (Page 354.) 

Surely a railroad policy adapted to the conditions of one day may 
probably change with the conditions of another, and in the very nature of 
things it must be apparent that the transcontinental carriers cannot continue 
forever charging higher rates to the intermountain country than to the 
coast from the Middle West. (Page 365.) 

A thousand years ago the robber barons of the feudal system 
swooped down from their castles on the hills and levied tribute 
on the passing caravans. Today the railroad barons carve up the 
railroad world and levy tribute on the commerce of the country. 
The above shows the result; the mountain states with a deep 
seated grievance of thirty years' standing; Sacramento, Stockton 
and other interior California cities with another grievance ; trans- 
continental railroads cutting rates to run out steamship compe- 
tition ; high railroad dividends with high rates on interior traffic. 
No wonder there is wild talk about revolution. Many years ago 
the transcontinental railroads delegated to Huntington the fell 
work of eliminating steamship competition around the Horn and 
across Panama. The Interstate Commerce Commission in its 
decision tells how Huntington, well qualified, effectively did the 
work. And all over the country there are similar episodes of 
less magnitude; discriminations between communities and cities 
and towns; discriminations between shippers; discrimination in 
violation of the criminal law. Every few days some corporation 
or individual is prosecuted and fined for such discriminations, 
and for every conviction there probably are fifty discriminations 
not detected or proved. Does anyone imagine that this can 
continue? And yet will it ever cease under the present system 
of control? Those questions answer themselves. It is as plain 
as day that some new system of control is necessary, and it must 
be some form of public control. 
New York, May 23, 1916. Civitas. 
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- THE RAILWAYS AND THE PEOPLE^ 

Railway property being the most easily socialized body of 
wealth, and one of the largest as well, if the twenty billion dollars 
of railway property were taken away from private control, your 
enormous and distressing inequalities of wealth would no 
doubt be largely limited. This is the first advantage, and it is 
considerable. Second, railway investment, which employs so 
much of your capital, would lose its speculative character by the 
substitution of bonds bottomed on the government's credit for 
bonds bottomed on the credit of a private company. This would 
remove one of the chief grounds you have for complaint against 
your railways as hitherto managed. 

Unfair discrimination, in the next place — another just ground 
of complaint — would also disappear under government ownership. 
It is hard to conceive of a government in your country that 
would not administer its railways impartially. The impersonal 
and general nature of government, which in other respects is 
rather against its efficiency in railway operation, is in favor of it 
at this one point. A government is raised above the temptations 
to favoritism which have beset private companies in the throes 
of competition, and also above the temptation to narrow and 
local views of industrial and commercial development. There- 
fore, too — ^this is the fourth advantage, and very important — 
under government ownership rates can be adjusted with refer- 
ence to a maximum development of the country as a whole. Ger- 
many gives an excellent example of what can be accomplished in 
this way. The privately owned railway is bound to be most of 
all interested in the development of the section that it serves ; but 
if the government took its railway work seriously and intelli- 
gently, no section would thrive at another's expense through 
conflict of transportation interests. There would be a harmoni- 
ous and balanced development of all sections, because the gov- 
ernment is able to view the cotmtry as a whole, and is indifferent 
to a forced or unrelated development in any part. 

There are one or two minor points besides, possibly, that 
might be mentioned, such as the advantages of government- 
owned roads for military purposes; but to a non-military coun- 

^An interview with Sir Thomas Shaughnessy, K.C.V.O., President of 
the Canadian Pacific Railway, by Albert J. Nock. Outlook. 107: 33-7 
May 2, 19 14. 
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try like yours this scarcely counts. Or, in the event of any great 
general labor trouble, it is an advantage for the government to 
own the railways, so that transportation cannot be cut off. But 
there is no necessity for any such labor war in a civilization 
like yours, and, if you deliberately invite it, one is tempted to say 
you deserve no more than the fortunes of war. The best anti- 
dote for Larkinism — or, as you would call it, Haywoodism — ^will 
be found in meeting organized labor with the direct, cordial, and 
honest interest that human beings ought to feel in one another's 
welfare. By habitually getting over into each other's point of 
view, without arrogance or suspicion, with no ulterior motive 
beyond being human and helpful, both sides to any labor con- 
troversy will forthwith find the way to peace, to mutual esteem, 
and to a sense of common interest. 

The same holds true in the present controversy between your 
railways and your public. There should be extreme tolerance 
and a sustained effort after mutual understanding. It must be 
remembered that you and your railways have both been proceed- 
ing upon a very different theory of railway property from that 
which you have recently adopted. You have all been going on 
the idea that a railway is private property, owned by its share- 
holders in the same absolute sense in which they might be said 
to own their overcoats and hats. The public is as much responsi- 
ble as the railways for whatever abuses have grown out of this 
idea; for you all had it. And now, in the quick transition to a 
new and truer theory, there cannot help but be some friction and 
misunderstanding which patience, fairness, and co-operation will 
quickly minimize. 



COMMON SENSE OF THE RAILROAD 

QUESTION* 

Unless the railroad system is unified and simplified, the com- 
plexity of the situation will drive the country to government 
ownership as a solution of the difficulty. The argument in favor 
of it is simple. It is urged that the Post-office Department is 
already engaged in transportation which is conducted to the entire 
satisfaction of the people; that its work now involves expendi- 

^ By Francis G. Newlands, Chairman, Newlands Investigating Com- 
mittee. North American Review. x8o: 576-85. April, 1905. 
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tures equal to about one-seventh of the operating expenses of all 
the railroads; that an enlargement of its operations could be se- 
cured by organizing a Division of Transportation in this depart- 
ment ; putting at its head a capable man, trained and experienced 
in railroading ; authorizing suit for condemnation against all rail- 
roads, the government entering into immediate possession and 
retaining the present force of employees and officials, eliminating 
such of the latter as may be unnecessary under unified condi- 
tions ; the condemnation to cover simply the interest of the stock- 
holders, the market value of which is now about $4,000,000,000 
leaving existing bonds aggregating about $6,000,000,000 as a lien 
upon the property, to be retired as they mature with government 
bonds at 2^ per cent, the stock to be paid for by a present issue 
of government bonds at the same rate. 

The railroads are now capitalized at about $12,000,000,000, 
one-half in bonds and one-half in stocks. The market value 
of the total issue is now about $10,000,000,000. The gross revenue 
of all the railroads for the last year was about $1,950,000,000, an 
increase over the preceding year of about $175,000,000. The 
operating expenses now aggregate about $1,260,000,000, leaving 
about $690,000,000 as the net income. It is urged that, under 
government ownership, the government would have to pay out of 
this net income the present interest on existing bonds, amounting 
to about $270,000,000, and 2^ per cent on the $4,000,000,000 of 
the government bonds, issued in lieu of existing stock, about 
$100,000,000, or $370,000,000, in all, leaving $320,000,000 for better- 
ments, extensions and a sinking-fund for the redemption of the 
bonds. This latter sum can be increased by the graudal reduction 
of the interest on the railroad bonds from an average of 45^ 
per cent to 25^ per cent, a saving of $120,000,000 annually. It is 
contended that a sinking-fund could thus be provided which 
would extinguish the entire debt in less than fifty years, and 
leave the operating expense alone as a charge upon the commerce 
of the country. 



OF RAILROADS 93 



METHODS OF NATIONALIZATION' 

As to the method of procedure for the nationalization of rail- 
roads, a whole volume should be written. And it should involve 
a careful study of the various methods that have been pursued by 
the different countries that have established public ownership. 
The methods are different in the different countries, and there is 
no doubt that many different devices may be resorted to as a 
means for accomplishing the desired end. 

1. Purchase of Stock. — In Germany, we are told by Mr. Rus- 
sell in his "Uprising of the Many" the German government began 
by buying stock first in one and then another of the various rail- 
way systems, and thus gradually established the government 
ownership of about seven-eighths of the total mileage there. 
However, the foreign nations have been much more careful in 
safeguarding their interests in the matter of railways than have 
our people in America. This makes the provision for public 
ownership easier. The Prussian law of 1838 established a sys- 
tem of progressive taxation on the net earnings of the railroad 
companies. All moneys realized from these taxes were to be 
used by the state in purchasing railway shares. And then all 
income on such stock must be used for the same purpose and no 
stock so purchased can again be put on the market. In this way 
the railroads are made to provide beforehand the money with 
which to purchase them. The railroads buy themselves out. In 
this way the transition of public ownership works itself out au- 
tomatically. In addition to this the government also built and 
extended railroads. 

The transition was gradual. For thirty years private and 
public roads were operated side by side in competition. And as a 
result of this experience the government more and more deter- 
mined that public ownership was the correct policy. 

2. Outright Purchase. — In Switzerland the method was some- 
what different. Anticipating the possibility of national purchase, 
the government had passed, in 1883 and 1895, a law subjecting 
the railway companies* accounts to rigid regulation and inspection. 
This became the basis for the purchase later on. The question of 
the purchase of the railroads was submitted to a general referen- 

*Froin "Public ownership of railways," by Carl D. Thompson, p. S3-6. 
Published by the Socialist Party of the United States. 
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dum in 1898, and was carried by an overwhelming majority. The 
details of the method of purchase were provided for carefully 
and tlie government appropriated $200,000,000 in 1899 for the 
purchasing of the roads. In accord with the laws previously 
passed, the government was allowed to take possession of the 
roads on giving three years* notice and paying 25 times the aver- 
age net profits for the ten years preceding the announcement of 
purchase. Or the government could pay the construction value — 
whichever method of computation produced the larger sum, de- 
duction being made for any sum necessary to bring the road 
up to a standard condition. The final sum actually paid for the 
four railroads now in the government possession was $186,078,000. 
("R'ys, T. & P.," p. 362,) 

The details for the purchase of the Swiss railroads as well as 
the whole plan for the administration of the roads were worked 
out by the Swiss Federal Assembly with the usual thoroness and 
exactness that characterizes the administration of the Swiss re- 
public. The text of the law which was passed Oct. 15, 1897 may 
be found in Vrooman's "American Railway Problems," in the 
Appendix IV. 

In general the methods of securing government ownership 
have been a gradual purchase of one after another of the systems. 
In some cases, however, as in Switzerland and Italy, the whole 
system has been taken over practically at once, and the money 
appropriated out of the general government funds for this pur- 
pose. 

3. Eminent Domain. — ^And if the railroads should refuse to 
sell, the government always has at' hand the right to eminent do- 
main — a perfectly legal and constitutional method of forcing sale 
and one with which the railroads and the public are perfectly 
familiar. 

4. Building Roads. — Or again the government may build 
roads of its own. In some cases this would be natural and ad- 
vantageous no doubt. The government has built and operated 
railroads in Panama — why not in the United States? Even the 
single city of Cincinnati, Ohio, has built and successfully financed 
a railroad 336 miles long crossing two states outside of Ohio. 
Surely if Cincinnati, New Zealand and Siam can build railroads 
the United States of America can. 

The experience of Cincinnati is interesting and illuminating. 
It is the only city in the world that owns a railroad. It was 
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built by the city 1869- 1879. The city issued bonds and built the 
road and leases it to a private company. This company pays 
such a rental that it covers all the cost of the bonds interest and 
all. Under the terms of the lease the company has recently built 
some $3,000,000 terminal facihties and a $750,000 bridge in the 
city and it turns over a clear profit of $450,000 to the city annu- 
ally. In other words by building and owning this railroad the 
city of Cincinnati has acquired a property now valued at 
$40,000,000 is paying for it out of the proceeds it makes and 
laying aside for the city funds nearly half a million every year 
in clear profits over and above all expenditures for interest on 
bonds, sinking funds and all. (Pamphlet published by the Board 
of Trustees of the Cincinnati and Southern Railway, Cincinnati, 
Ohio; also bulletin of the Johns Hopkins University for Jan.- 
Feb. 1894 on "The Cincinnati Railway.") 

In some cases the establishment of government ownership is 
effected by the government foreclosing on mortgages which it 
holds upon the railway systems. The Social Democrats in the 
state legislature of Wisconsin have repeatedly urged this as a 
possible method for the United States. Between 1876 and 1912, 
739 different railway companies in the United States have been 
in the hands of receivers, that is, practically owned by the gov- 
ernment. In addition to this 988 other roads have been sold 
under foreclosure during the last 37 years. (Statistical Ab- 
stract of the United States, 1912 p. 327.) Such situations would 
afford splendid opportunities for an alert government bent on 
public ownership to get possession of railroads. The socialists 
suggest that whenever this occurs and a road is taken over by 
the government, re-organized and put upon a paying basis, that 
instead of handing it back to private enterprise, it shall be kept. 
Had this policy been pursued up to the present time, a very large 
proportion of the total railway mileage of the country would 
already belong to the government. 

It will be seen, therefore, that any of a number of different 
methods may be used for the establishing of government owner- 
ship. A system may be bought outright as proposed by Senator 
Pettigrew and explained in his argument on the bill before con- 
gress ("Railway Nationalization."). Or the government may 
follow the method explained by Emil Vandervelde, the scholarly 
leader of the Social-Democrats in Belgium, which he calls "Inter- 
penetration,"' that is, the gradual purchase of stock as was done 
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by the German government Or it may hold those which fall 
into the hands of the government through the failure of private 
financiering and bankruptcy, or it may foreclose its mortgages 
upon such roads as are unable to pay. At all events, it is quite 
practical to provide for the nationalization of railroads by means 
which will not require a single cent of additional burden upon the 
people. 

Some object to public ownership because they think that the 
government would have to contract an enormous debt in order 
to acquire the roads. On the contrary, however, as we have 
shown, it is possible for the railroads to be nationalized without 
the increase of taxation, or any additional burdening of the 
people. 

They can be made to pay for themselves. 

According to the Interstate Commerce Commission, the actual 
value of the railroads of the country was less than $9,000,000,000 
in 1900. The value now could not exceed $11,000,000,000 or 
$12,000,000,000. Let us take the latter figure as a basis. The 
government could borrow money on bonds at probably two per 
cent ; certainly not more than three per cent. We will take the 
latter. The interest charge then on the debt created, if we paid 
the $12,000,000,000 for the railroads and borrowed the money at 
three per cent would be $360,000,000 per year. 

But the present net income of the railroads is $833,000,000. 
(See Van Wagenen's "Government Ownership of Railways," 
G. P. Putnam's Sons, New York, 1910. p. 46-7.) On that basis 
the people of the United States by purchasing the railways would 
be $437,000,000 to the good per year from the very outset. 

However, even if it should be necessary in order to facilitate 
the matter, for the government to assume a debt of a few million 
dollars, it would be infinitely wiser to do so than to allow the 
present condition to continue. The railroads are capitalized at 
over nineteen billion dollars ($19,208,935,081 in 191 1), of which 
certainly more than one-half and in many cases as high as two- 
thirds represents no investment whatever. And yet the railroads 
are managed, rates are fixed, expenses of operation manipulated 
in such a way as to compel the people of the United States to pay 
over to them enough tribute to give them a high rate of interest 
on the total capitalization. Furthermore, the capitalization of 
the railroads is increasing every year. It increases at the rate of 
about $650,000,000 per year. And this increasing capitalization 
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means simply that the private ownership of railroads is the means 
by which the capitalistic classes are increasing their rates of 
plunder year after year indefinitely. If that rate keeps up for lo 
years the results would be appalling. It would mean that by 
that time the people of the United States would be compelled to 
pay, through transportation charges, interest upon a vast sum of 
money amounting to 25 billions of dollars. By the side of such 
a calamity, the public debt of a few millions that would be ne- 
cessary to buy the roads would be only a drop in the bucket. 

Is there any other way of escape from this terrible threat of 
increasing capitalization than through public ownership by what- 
ever means may be reasonably safe and just? 



UNCLE SAM AS A RAILROAD MAGNATE' 

The average American thinks little of Uncle Sam as a business 
man. We prefer as a rule to believe in the efficiency of private 
enterprise ; yet down in Panama Uncle Sam has shown remarkable 
ability as a railroad magnate. The United States, in building the 
Panama Canal, is not only operating two railroads, but is running 
in connection with these a steamship line, two hotels, a depart- 
ment store and a food supply business. This first large test of 
direct government activity in industry and commerce seems par- 
ticularly timely in view of the suggestions that the government 
solve the Alaskan tangle by building and operating a railroad of 
its own. Our experiences in Panama, remarks Mr. Albert Ed- 
wards in Success are demonstrating that the spirit of American 
enterprise is bigger than "individual initiative" — that epoch- 
making things can be accomplished, even when individual activity 
fails. "The facts of the case force us to revise our old judgment. 
Collective activity — ^this new force which we are developing with 
such amazing success in the tropics, which we Americans have 
carried further than any other nation — is worth considering as 
the means of solving our problems at home." 

The Panama Canal is a government job. It is dug by gov- 
ernment employees, bossed by government engineers. Not one 
employee, from Colonel Goethals down to the Barbadian negro 
boys who carry water, hopes for private profit in this — ^the most 
colossal enterprise of the twentieth century. The first heterodox 

^Current Literature. 51:512-15. Noyember, 191 1. 
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fact which impresses itself upon the visitor from home, remarks 
Mr. Edwards, is the sight of the high power locomotive with 
"U. S." stencilled on the cab. 

There are two railroads in the Canal Zone owned and operated by the 
goyernment: the Isthmian Canal Commission system, used exclusively for 
construction purposes, and the Panama Railroad, which, beside helping in 
the canal work, does a large and profitable commercial business. Compared 
with other tropical railroads the F. R. R. is a model of efficiency and 
economy in every department. There is no system at home so thoroughly 
equipped with safety appliances. The accident rate both for employees and 
passengers sets a standard which none of our privately owned roads have 
ever approached. The two systems together operate about 3,000 miles of 
track in the zone, and carry more traffic per mile than any railroad in the 
states except a few terminal sjrstems like that of the Chicago stock-yards. 

The annual report to the stockholders of the Panama Railroad Co. — it 
is technically a private corporation so that it can conduct a commercial 
business — ^for the year ending June 30, 19 10, shows a gross earning of 
$6,100,788.83. Extensive relocation work is in progress, but the operating 
expenses were only $4,358,426.92. The company also operates a direct line 
of steamers between Colon and New York. They make the run between 
these ports in a day less than the competing lines and in the year ending 

June 30, 19 10, they earned over $150,000 net. 

• 

The people in authority, Mr. Edwards goes on to say, have 
told us that a public-owned railroad would surely fail; it would 
be eaten up by corruption administered on the "spoils system," 
and become the headquarters for general inefficiency. Our experi- 
ment in Panama seems to prove the fallacy of this argument. 



SHOULD THE NATION OWN THE RAILWAYS? 

With the government operating the railways there would be 
a great reduction in the number of men employed in towns en- 
tered by more than one line. For instance, take a town where 
there are three or more railways, and we find three (or more) 
full-fledged staffs, three (or more) expensive up-town freight 
and ticket offices, three (or more) separate sets of all kinds of 
officials and employees, and three (or more) separate depots and 
yards to be maintained. Under government control these staffs — 
except in very large cities — ^would be reduced to one, and all 
trains would run into one centrally located depot; freight and 
passengers be transferred without present cost, annoyance, and 

^ By C. Wood Davis. Published in The Arena. 4: 273-92. August, 1891. 
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friction, and public convenience and comfort subserved, and 
added to in manner and degree almost inconceivable. 

Economies which would be affected by such staff reductions 
would more than offset any addition to the force likely to be 
made at the instance of politicians, thus eliminating that objec- 
tion ; such saving may be estimated at $20,000,000 per annum. 

With the nation owning the railways the great number of 
expensive attorneys now employed, with all the attendant cor- 
ruption of the fountains of justice, could be dispensed with; and 
there would be no corporations to take from the bench the best 
legal minds, by offering three or four times the federal salary; 
nor would there be occasion for a justice of the Supreme Court 
of Kansas to render a decision that a corporation chartered by 
Kansas for the sole purpose of building a railway in that state 
has the right and power under such charter to guarantee the 
bonds of corporations building railways in Old or New Mexico, 
and shortly after writing such decision be carted all over the 
seaboard states in one of the luxurious private cars of such cor- 
poration. Under national ownership such judges would pay their 
travelling expenses in some other way, and be transported in the 
ordinary manner, and not half as many judges would travel on 
passes. There are many judges whose decisions any number 
of passes would not affect; but if passes are not to have any 
effect upon legislation and litigation, why are congressmen, legis- 
lators, judges, and other court officials singled out for this kind 
of martyrdom? If the men who attain these positions remained 
private citizens, would passes be thrust upon them? 

Although the reports of the Victorian Commissioners show, 
in detail, all the expenditures of railway administration, yet not 
one dollar is set down for attorneys* salaries or for legal expenses, 
and it is presumed that the ordinary law officers of the govern- 
ment attend to the little legal business arising, and yet judging 
from reports made by Kansas roads, the expenditures of the 
corporate owned railways of the United States for attorneys' 
salaries and other legal expenses, are at least two per cent of the 
entire cost of operating the roads, and yearly aggregate some 
$14,000,000, all of which is taken directly from railway users, 
and is a tax which would be saved under national ownership, 
as United States district attorneys could attend to such legal 
business as might arise. This expenditure is incurred in endless 
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controversies between the corporations, in wrecking railways, in 
plundering the shareholders, in contending against state and fed- 
eral regulation, in manipulating elections and legislations, and in 
wearing out such citizens as seek legal redress for some of the 
many outrageous acts of oppression practiced by the corporations. 
Once the government was in control, these lawyers would be 
relegated to some employment where they would do less harm, 
even if not engaged in a more honorable vocation than that of 
trying to defeat justice by the use of such questionable means as 
the control of the vast revenues of the corporations placed in 
their hands. 

Is it possible that the railway companies can legitimately use 
anything like $14,000,000 yearly in protecting their rights in the 
courts ? 

With national ownership the expenditures involved in the 
maintenance of traffic associations would be saved, and railway 
users relieved of a tax that, judging from the reports of a limited 
number of corporations of their contributions towards the sup- 
port of such organizations, must annually amount to between 
four and five million dollars. 

Of the six hundred corporations operating railways, probably 
five hundred maintain costly general offices, where president, 
treasurer, and secretary pass the time surrounded by an expensive 
staff. The majority of such offices are ofiF the lines of the res- 
pective corporations, in the larger cities, where high rents are 
paid, and great expense entailed, that proper attention may be 
given to the bolstering or depressing the price of the corporation's 
shares, as the management may be long or short of the market. 
So far as the utility of the railways is concerned as instruments 
of anything but speculation, such offices and officers might as well 
be located in the moon, and their cost saved to the public. The 
average yearly cost of such offices (and officers) is more than 
$50,000, and the transfer of the railways to the nation would, in 
this matter alone, effect an annual saving of more than $25,000,000, 
as both offices and officials could be dispensed with, and the ser- 
vice be no less efficient. 

Moreover, with the nation owning the railways, the indirect 
but no less onerous tax levied upon the industries of the country, 
by the thousands of speculators who make day hideous on the 
stock exchanges, would be abrogatied, as then there would be 
neither railway share nor bond for these harpies to make shuttle- 
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cocks of, and this would be another economy due to such 
ownership. 

Railways spend enormous sums in advertising, the most of 
which national ownership would save, as it would be no more 
necessary to advertise the advantages of any particular line than 
it is to advertise the advantages of any given mail route. From 
reports made by railway corporations to some of the western 
states, it appears that something over one per cent of operating 
expenses are absorbed in advertising, aggregating something like 
$7,000,000 per year, of which we may assume that but $5,000,000 
would be saved, as it would still be desirable to advertise train 
departures and arrivals. 

A still greater expense is involved in the maintenance of freight 
and passenger offices off the respective lines, for the purpose of 
securing a portion of the competitive traffic. In this way vast 
sums are expended in the payment of rents, and the salaries of 
hordes of agents, solicitors, clerks, etc., etc. Taking the known 
expenditures, for this purpose, of a given mileage, it is estimated 
that the aggregate is not less than $15,000,000 yearly, all of which 
is a tax upon the public, that would be saved did the government 
operate the railways. 

Under government control, discriminations against localities 
would cease, whereas now localities are discriminated against 
because managers are interested in real estate elsewhere, or are 
interested in diverting traffic in certain directions; again, under 
corporate management, it is for the interest of the company to 
haul a commodity as far as possible over its own lines (with the 
government owning all the lines this motive will lose its force), 
and thus traffic is forced into unnatural channels. For instance : 
much of the grain from Kansas should find its way to foreign 
markets via the short route to the Gulf, the distance to tide 
water by this route being less than half what it is to the Atlantic, 
yet so opposed to this natural route are the interests of the ma- 
jority of the corporations controlling the traffic associations, 
which now dictate to the people what routes their traffic shall 
take, that the rates to the Gulf are kept so high as to force the 
traffic to the- Lakes and to the Atlantic ; and as all the railways 
leading to the Gulf have lines running eastward, the much lauded 
corporate competition fails to help out the citizens of Kansas, 
who are subjected to the domination of the new tjrrant denom- 
inated a "traffic association." With the nation operating the 
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railways, all this would be changed, and localities favorably 
located would be able to reap the benefits which such location 
should give and should such a condition ever obtain, the fanners 
of western Iowa will not then ship com to the drouth-stricken 
portion of Kansas for fifteen cents per one hundred pounds, while 
the Kansas corn grower, living within seventy-five miles of the 
same market, is charged ten cents per one hundred pounds for 
a haul one eighth as long. By such rates the railways force the 
hauling of corn from Iowa to western Kansas, and then force 
the corn grower of central Kansas to send his com eastward, 
the result being two long hauls, where one short one would suf- 
fice; but then the corporations would have absorbed less of the 
substance of the people. 

Another, and an incalculable benefit, which would result from 
national ownership, would be the relief of state and national 
legislation from the pressure and corrupting practices of railway 
corporations which constitute one of the greatest dangers to 
which republican institutions can be subjected. This alone ren- 
ders the nationalization of the railways most desirable, and at 
the same time such nationalization would have the effect of eman- 
cipating a large part of the press from a galling thraldom to the 
corporations. 

In Victoria, the parcel or express business is done by the 
government railways, and the rates are not one half what they 
are with us when farmed out to a second lot of corporations. 
Space does not permit the discussion or even the statement of the 
many salutary phases of government control, as developed in the 
various countries of Europe, and it is not necessary, as there are 
abundant reasons to be found in conditions existing at home, for 
making the proposed change. By far the most menacing feature 
of continued corporate ownership is the power over the money 
markets which it places in the hands of unscrupulous men, any 
half dozen of whom can, at such a time as that following the 
failure of the Barings, destroy the welfare of millions, and plunge 
the country into all the horrors of a money panic. Whether it 
be true or not, there are many who believe that a small coterie, 
who had information before the public of that condition of 
Baring Brothers and that a block of many millions of American 
railway securities held by that house were being (or soon would 
be) pressed upon the market, entered into a conspiracy for the 
purpose of locking up money and thereby depressing prices in 
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order to secure, at low cost, the control of certain coveted rail- 
ways. The railways were secured, and there is not much doubt 
that they had been lying in wait for such a critical condition of 
the money markets to accomplish this purpose, which still further 
enhances their power for evil. With the railways nationalized, 
not only would there be no temptation for such nefarious opera- 
tions, but the power of such men over value would be greatly 
lessened, if not wholly destroyed, as there would be no railway 
shares for them to play fast and loose with, and as money, 
instead of being tied up in loans on chromos representing little 
but water, would seek investment in bona fide enterprises, their 
operations would have little influence, and would certainly have 
no such baleful power over the industries of the country, as their 
ability to affect the value of railway shares — on which such 
immense sums are now loaned on call — gives them, they being 
able by locking up a few millions when the money market is in 
the condition, which obtained at the time of the Baring collapse, 
to force the calling of loans and the slaughtering of vast num- 
bers of the shares, carrying the control of the railways they covet. 
If only for the purpose of divesting "the dangerous wealthy 
classes," of this frightful power, national ownership would be 
worth many times its cost, and without such ownership a score 
of manipulators are soon likely to be complete masters of the 
republic and all its industrial interests ; hence, the question reverts 
to the form stated in the opening of this paper : Shall the nation 
accept as a master a political party that may be dislodged by the 
use of the ballot, or shall the republic be dominated by a master 
in the form of a score of unscrupulous Goulds, Vanderbilts, and 
Huntingtons, who cannot be dislodged, and who never die? 



NATURAL MONOPOLIES AND THE 
WORKINGMAN* 

There are various undertakings which are monopolies by virtue 
of their own inherent properties. Recent discussions have made 
these businesses well known. They are railways, telegraphs, tele- 
phones, canals, irrigation works, harbors, gasworks, street-car 
lines, and the like. Experience and deductive argument alike 

^By Richard T. Ely, Professor of Political Economy, University of 
Wisconsin. North American Review. 158: 294-303. March, 1894. 
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show that in businesses of this kind there can be no competition, 
and that all appearances which resemble competition are simply 
temporary and illusory. 

The policy which in the United States has heretofore been 
pursued with respect to these businesses has been to turn them 
over to private corporations and to encourage attempts at com- 
petition. There are exceptions which prove the rule. The post- 
office has from the start been a government undertaking, and, in 
the East, water-works have generally belonged to cities. A few 
cities have owned gasworks, and there may be some two hun- 
dred cities in the United States owning electric-lighting plants. 

The results of the policy are now clearly manifest. First, we 
observe vast waste. As these businesses are non-competitive, 
every attempt to force competition upon them means a waste of 
a great amount of labor and capital. One railway manager claims 
that if the railways of the country were operated as a unit, the 
saving would be $200,000,000 per annum. This may be an exag- 
gerated estimate, but the waste is enormous ; and when we begin 
to estimate what it has been in the past in railways alone in the 
United States, we at once run up into the hundreds of millions. 

A second result of the policy advocated, which now appears 
plainly, is the enormous and unprecedented inequality in fortunes 
in the United States. A large proportion of our mammoth for- 
tunes can be traced to this false policy. Had the post-office been 
private property, we would have had a still larger number of 
multi-millionaires who would have absorbed a large proportion 
of the benefits of improvement in that business, the advantages 
of which have, through public management, accrued to the people 
at large. Wherever railways have been from the beginning pub- 
lic property, we notice the absence of the so-called "railway mag- 
nate." Political sages, like Aristotle, have in all ages told us that 
excessive inequality of fortune is a social danger, and especially 
so in a republic. 

A further aim which, it is claimed, the reform advocated 
'^would promote is the elevation and purification of public life. 
The greater proportion of corruption in public life is connected 
directly or indirectly with natural monopolies. It is absolutely 
necessary that some control should be exercised over these, but 
those in charge of these monopolies attempt to escape this con- 
trol. Sometimes they are unjustly attacked by legislatures, and 
they use bribery and corruption to defend themselves against 
injustice; and sometimes they use bribery and corruption to 
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ward off legitimate regulation. Aggression sometimes proceeds 
from the one source, and sometimes proceeds from the other, 
but the result is that we have become involved in a vicious circle 
of corruption proceeding from monopolistic undertakings. 

Government ownership and administration of these businesses 
would tend to the simplification, and therefore to the improve- 
ment of government. Private ownership necessitates endless 
legislation ; and if all laws on our statute-books which have been 
placed there by such ownership should be removed, the lawbooks 
of the country would begin to look comparatively lean. How 
brief and simple is the legislation concerned with our post-office 
compared with that which deals with railways, for example! 
Then how largely is litigation connected with private ownership I 
Remove all litigation peculiar to private ownership and manage- 
ment of monopolies, and the courts would not be so far behind 
in their cases. Another misfortune is that so large a proportion 
of the talent of the country is absorbed by private enterprises. 
Public life does not offer corresponding inducements to capacity. 

These are general grounds for the change from private to 
public ownership, and the workingman is affected, inasmuch as he 
belongs to the social body. But we must consider the subject in 
its more immediate relations to the workingman. It is important 
to show that this is a reform to which he should direct his atten- 
tion, rather than to many others which now absorb an undue 
proportion of his energies. 

We are speaking of the wage-earner — the receiver of wages. 
The monopolist is not likely to be a good employer of labor. 
His power is so great, and that of a single wage-earner so small 
in comparison, that the former is exposed to the danger of 
becoming an arbitrary and arrogant employer. Even when the 
employees of monopolists unite in labor organizations, their power 
is not great enough so that they can enter upon labor contracts 
upon an equal footing with their employers. The outcome of 
recent railway strikes in the United States demonstrates this 
sufficiently. 

It has been held by some that it should be made a penal 
offense for those who are employed by railway corporations and 
other corporations of the kind with which we are dealing, to 
strike, because the interests of the general public are involved. 
There can be no question that the general public is concerned, 
for the services rendered by undertakings of the class called 
"natural monopolies" are necessities in the modem business world. 
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But, if these wage-earners — ^the most important and numerous 
group of wage-earners in the country — cannot resist oppression 
and injustice in the only way in which resistance is effective, 
namely, by strong combination and united action, then they are 
virtually reduced to slavery. The only way out of the dilemma 
is government ownership. If government is the employer, then 
the employed have representation in the controlling body ample 
to protect their interests. It is perfectly legitimate for the people 
to say: "As we guarantee to you equitable treatment and fair 
wages, we insist that you shall serve the public faithfully like 
soldiers. This is only a just return for what you receive." 

It is claimed that the policy advocated would tend to steadiness 
of industrial development. At present, times of great prosperity 
are followed by times of stagnation, and during the latter htm- 
dreds of thousands and even millions seek labor in vain. Gov- 
ernment could make far-reaching plans for the development of 
those industries which we call natural monopolies, and execute 
them regularly. A large industrial field for government as well 
as for private enterprise gives a certain balance to the whole 
industrial life which must otherwise be wanting. It is to be 
noticed, also, that a time which is unfavorable for private in- 
dustry is often a time most favorable for the public undertakings, 
because labor is cheap and capital also, as a rule. Moreover, 
government credit does not break down as does that of the vast 
private corporations with which we are dealing. Reflect upon 
the great railway corporations which have recently gone into the 
hands of receivers in the United States I It is unquestionable that 
enterprises of the sort which we have been considering have, in 
their failure, had not a little to do with the present crisis. 

We may look at crises and consequent industrial depressions 
from a different point of view. What does stagnation in business 
mean but absence of exchange? The wheat-grower in Iowa 
wants shoes, and the shoemaker in Massachusetts wants wheat, 
but they are not able to supply each other's demands, and both 
suffer. Now, cheaper and better transportation would facilitate 
exchanges and thus tend to promote general and continuous 
prosperity. 

The private monopolist fails conspicuously in protection to 
life and limb, whereas government in this respect manifests de- 
cided superiority. Government is peculiarly sensitive in regard 
to human life. If a government building collapses and destroys 
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a number of human lives, we are astonished and indignant, and 
those in any way responsible for the disaster are placed in a 
most unfortunate position; but we take it as a matter of course 
that railways should every day in the year destroy human life 
needlessly. In proportion to the number travelling, there are 
thirteen times as many accidents in the United States as in Ger- 
many, where government ownership of railway obtains, and six 
or seven times as many accidents to employees in proportion to 
the total number. And no wonder 1 The first thing which attracts 
attention in Germany is the careful protection to life and limb. 
Accidents of daily occurrence in Chicago are an impossibility in 
Berlin, a city of equal size. Contrast the efforts of the United 
States to save life as seen in our truly admirable life-saving 
service on our coasts with the conduct of those railway presidents 
who rush to Washington and to our state capitals to prevent the 
passage of laws to compel the railways to use well-known and 
approved safety appliances I 

It is claimed that there is greater freedom in the service of 
government than in the service of the vast corporations which 
manage natural monopolies. And the freedom of the employed 
may be still further increased by better civil-service regulations. 
The nobility of public service is of importance to the wage-earner 
of every grade. The uniform of government is an honor, while 
the livery of private service is considered a badge of inferiority. 
It is public service which has developed the great leaders of our 
civilization. Private service could never give us a Washington 
or a Lincoln. Government ownership implies the use for general 
social purposes, and not merely exploitation for dividends. 

In determining railway fares under government ownership, 
the question has to be asked, not merely, What will be 
the net financial returns? but. What will be the total social 
effect? Recently, what is called the "zone-system" has been 
introduced in Berlin and vicinity, to encourage a decentral- 
ization of population. Without attempting to describe the zone 
system, it may be said that it implies a reduction of railway fares. 
It was not merely to ask whether the reduction in fares would 
yield large net returns, but whether the result would be bene- 
ficial, because the railways were public property. It has been 
found desirable in some instances even to sacrifice a pecuniary 
return for social advantage of a different sort, which far more 
than counterbalances the sacrifice in money. 
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The purchase of the railways would give the property far 
greater value than the government bonds issued to pay for them, 
because the consolidation of the railways would at once increase 
enormously their value. The increase in value would be equal 
to the saving capitalized, and if we reduce the estimate of 
$200,000,000 per annum by one-half, we will still have a capi- 
talized gain of $2,500,000,000, even if we capitalize the same at 
four per cent. We have a further saving which results from 
the superior credit of government, for this superiority would 
lead to a vast reduction in interest charges whenever the bonds 
could be refunded. 



TOWARDS GOVERNMENT OWNERSHIP* 

The great railroad strike — ^that was saved from coming off 
only by the hurried yielding of Congress and the President — and 
the renewed conflict on the traction lines of New York City put 
searching questions to us as a people. 

What do we propose to do about it? Can we permit the 
employers and the workers in the transportation services, local 
and national, to go on settling their differences by force and 
arms over our prostrate selves? Since we obviously cannot 
permit it, what other method of solution of their controversies 
have we to offer — and to compel them to take ? 

Strikes, like war, have two fatal disabilities. They cause an 
intolerable amount of suffering, to the innocent bystanders as 
well as to the participants; and there is no certainty that the 
decisions they bring about will be just. It is a tiresome truism 
that the use of force never determines who is right, but only 
who is the stronger; but it is one of those truisms, like the 
multiplication table, that must be reiterated until everybody ac- 
cepts them without question. 

Strikes, like war, must pass. They must pass because men 
are, at least potentially, reasoning beings, and war, both inter- 
national and industrial, is unreasonable. But there is much that 
must be done before their passing will be in any considerable 
degree accomplished. 

Just at the moment we are concerned in this country with a 
special phase of this problem of industrial conflict. It has to 
do with disputes between employer and worker in public service 

^Independent. 87:439-40. September 25, 19x6. 
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enterprises. This is a particularly interesting phase of the indus- 
trial problem because in it the elements stand out with peculiar 
distinctness. We shall some day realize that all industry is a 
matter of public service, to which the community has a real 
and vital relation; but in this day of the world the impression 
still widely persists that there is such a thing as "private busi- 
ness," the human relations within which are matters subject 
only to personal arrangement unhampered by community action. 

But in the public service enterprises it is increasingly clear 
to any but the feudal-minded that there are three parties at 
interest — those who provide the capital and manage the business, 
those who perform the labor, and the community at large. The 
community has an indisputable part in this trio because the busi- 
ness is founded on a privilege granted by the community thru 
a franchise; and because the convenience and comfort of the 
community are affected with the most complete directness by 
the conditions under which the business is carried on. 

In a public service enterprise the third party in interest, the 
public, has the ultimate authority and the ultimate responsibility. 
The community must not only see to it that the railroads accord 
justice to the public; it must not only make certain that the rail- 
roads receive justice from the public. It must insist that the 
railroad managers and the railroad workers maintsun the balance 
of justice between themselves. It is not conducive to the common 
good that a trolley line should not render efficient service to 
the people; nor that the people should compel a trolley line to 
operate under unfair and oppressive conditions; nor that the 
motormen and conductors on the trolley line should be over- 
worked or underpaid ; nor that the managers of the trolley should 
be bullied by a powerful labor union. 

The representatives of the community in New York City 
during the recent traction strike recognized this responsibility 
of theirs, and attempted to bring about justice and peace between 
employers and workers thru the medium of conference and 
counsel and compromise. The representatives of the nation 
recognized it in the threatened railroad strike, and, under the 
influence of the organized, power of the workers, compelled by 
legislation the employers to grant their demands. 

No question is settled until it is settled right. The New York 
traction agreement has already been broken, and each side 
throws the blame upon the other. The railroads threaten to 
attack the constitutionality of the railroad eight-hour law in the 
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courts; and in any case the fact that the law was passed as it 
was, frankly to avert a cessation of railroad operation through 
a strike and not because Congress was convinced of the justice 
of the workers' demands, raises the irritating doubt whether, 
after all, that question was settled right. At least it was not 
settled in the right way. 

All these considerations point, as we said in a recent editorial, 
toward another way of resolving and avoiding disputes between 
employers and workers in public service enterprises. If we were 
to combine two of the elements in the trio into one we should 
simplify the problem and accelerate the solution. We can do 
it by making the community the employer, by establishing gov- 
ernment ownership and operation of railroads, traction lines and 
other public services. 

We should then have only two interests at stake — the public 
interest, as owner of the enterprise and beneficiary of the service, 
and the interest of the workers. More and more, as humanity 
becomes more enlightened — and more human — it is coming to 
be realized that the interest of the workers is not a private inter- 
est but an intensely public one. The past generation, and par- 
ticularly the past decade, has seen this recognition taking shape 
in legislative, administrative and judicial process. The interest 
of the workers is the interest of all. So with government owner- 
ship of public services we should have the present apparent divi- 
sion into three unrelated interests replaced by amalgamation into 
one universal interest. The problem before the government 
representatives of the people would then be to afford public 
service at the lowest rates compatible with the most enlightened 
conditions of work and generously just standards of compensa- 
tion to the workers. 

There is one other element that is making for government 
ownership. If the operations of the railroads are to be regulated 
by government at both ends of the line, thru the fixing of 
railroad rates by commission and the decreeing of wages and 
hours of labor by Congress, it may soon be difficult to induce 
private capital to invest in railway extensions and improvements. 

The natural risk of investments may be too largely increased 
to make such investments sufficiently attractive. Our railroads 
must be continually extended and improved. If private capital 
will not, public capital must. 

It is probably true that government operation, under existing 
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conditions of political development, does not mean the most 
economically sound operation. Any of our great railroads, for 
instance, is better organized and managed from the dual point 
of view of efficiency and economy, than our postal service. To 
say this is to cast no reflection upon individual postal officials 
and employees; it is to reflect rather upon Congress and the 
people back of Congress. But whosoever the fault, the condition 
flagrantly persists. 

Nevertheless, there comes a point where the economic loss 
through political management may be offset by the social gain. 
Freedom from interruptions in the service thru labor disputes 
would be a condition worth a high price. The assurance of the 
best working conditions and thoroughly adequate pay for all 
workers would be a social advantage worth making sacrifice for. 

This is the theoretical logic of the question. It is rapidly 
becoming the practical logic of the situation. Government own- 
ership of the public services looms large on the horizon. 



RAILWAYS AS A PART OF A SYSTEM OF 
NATIONAL DEFENSE^ 

There is perhaps reason for congratulation that our railroad 
system as a whole has had its foundations so broadly laid. There 
is wanting, however, a vast amount of development with a 
specific purpose in view, before it could begin to fulfill its func- 
tions as a part of a system of national defense. 

In consideration of some features of the service that would 
be required of our railways in the event of war with any nation, 
it will be useful to note some of the demands that are provided 
for under circumstances in which railways are treated primarily 
as a part of the military organization. There can be pointed out 
some of the respects in which our railway system not only falls 
short of meeting this standard, but is even inadequate to serve 
the modest military equipment that we have considered sufficient 
in time of peace. 

Germany's Transportation Facilities 

Admittedly, Germany has reached the highest point yet at- 
tained in military efficiency. It has for years recognized the 

1 By W. L. Park, Vice-President, Illinois Central Railroad. 
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value of sufficient military facilities. To serve as a part of its 
military organization has been the prime consideration in the 
construction, equipment, organization and maintenance of its 
railways. The Army and Navy Journal, April lo, 1915, quotes 
from the result of a survey by a Dutch general of the develop- 
ment of the German railway system from a military point of 
view since the Franco-Prussian war. As early as 1870-1871 there 
were at the disposal of the German military authorities alto- 
gether 7 railroad lines in North Germany and 3 in South Ger- 
many. Only one, that from Berlin to Cologne, had double track. 
Yet with these facilities it was possible to convey 16 army corps, 
an aggregate of 450,000 men, to the frontier in 11 days. Since 
then military authorities have never ceased in the development of 
the railway system on a strategical basis. The results are strik- 
ing. Germany now has 12 double-track railways lying between 
Osnabruck on the north and Ulm on the south, 125 miles east of 
the Rhine. Every army corps normally garrisoned east of this 
district has a double-track railway at its disposal. The same 
facilities were also available for the reserve army corps, formed 
at the time of mobilization. 

No less than 18 double-line bridges were, at the time of the 
beginning of the war, provided for the crossing of the Rhine. 
Eight to ten cavalry divisions can be conveyed from the Rhine 
westward simultaneously with the army corps above referred to. 
Four brigades with the requisite contingent of cavalry and artil- 
lery require 96 trains. All of this number of trains could be dis- 
patched in the same general direction in 12 hours. It was thus 
possible in August, 1914, to effect the whole transport to the 
western frontier in about 20 hours. The transport of these 
troops began on the second day of mobilization, August 3, in the 
evening. It was completed at noon on August 4. During the 
night the frontier was passed. Liege was assaulted on August 5 
and 6. 

For the transportation of troops from the western to the 
eastern front 6 double-track railways were available. The dis- 
tance from Maubeuge on the west to Konigsberg, just short of 
the Russian frontier on the northeast, is 994 miles. A military 
train ordinarily makes about 250 miles in 24 hours. The journey, 
then, occupied about four days. For the transport ol 6 army 
corps of 40,000 men each, a week was generally allowed. The 
transportation of this number of men required 124 trains and two 
or three days were consumed in the necessary preparation. 
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The limited amount of double trackage in this country would 
make impossible any similar movements except in a few sections 
of the country, for distances which, though absolutely as great as 
can be made within the whole German Empire, would be com- 
paratively small when the extent of this country is considered. 
Nor would double trackage alone, even in Germany, have been 
sufficient to make the movement possible. The sufficiency of 
trackage is only one item. Its provision and the entire equip- 
ment and organization for its operation, even to a knowledge of 
what orders would be given under any set of circumstances, have 
been a subject of expert study and preparation there for 40 
years. 

During the last twenty months transportation facilities in Eng- 
land and France have been put to a severe test Apparently they 
have served their purpose. The chairman of the London & 
Southwestern Railway stated in February, 1915, that the move- 
ment of military and naval organizations had involved up to that 
time the running of 15,000 special trains. He also said trains had 
always been ready for the troops and had arrived on or before 
schedule time. Because of its location the Southwestern has 
had a large share of the transportation; but several of the other 
lines reported at about the same date that they had operated 
from 3,000 to 8,000 special trains in this service. The British 
transportation service during this war has doubtless owed much 
of its efficiency to the arrangements entered into between the 
government and the railways under an act of parliament passed 
in 1871. The government board is in control of all railway 
service, but the actual operation in each case is by the railway's 
own officials. 

In France the army took over the entire railway system, 
absorbing its personnel in the army under direct command of 
army officers. 
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RAILWAYS OF GERMANY" 

Immediately after 1879, Prussia rapidly bought up all the 
more important lines, and within a few years die state more 
than trebled its railway property, as is apparent from the en- 
suing table: — 

Mileage of Railways of Prussia 

Stote PriTate 

Railways Railways 

Kilometres Kilometres Total 

X879 6,323.6 13,650.1 19,973-7 

1880 xz>455*3 8,893.1 20,348.4 

i88x X 1,584.6 9>Z59>2 30,743.8 

1882 14,825.6 6,329.8 21,155.4 

1883 15,301.1 6,604.2 21,905.3 

1884 19,766.9 3,002.6 22,769.5 

1885 2 X, 1 38.4 2,496.6 23,635.0 

From the foregoing figures we see that the state turned in 
five years from a small railway manager and owner to a railway 
monopolist. As a rule the state as a monopolist is unprogressive 
and unenterprising, vide our own post office. But the Prussian 
government did not go to sleep once it had acquired the railways. 
On the contrary it extended them most energetically, as the fol- 
lowing figures prove: — 

Mileage of Prussian State Railways 

Kilometres 
1886-1887 21,746.x 

189X-X892 '25,206.3 

x896-x897 27,69X.x | 

1902 31,341.8 

If we now compare the growth of all the German railways 
since 1886, when the state possessed practically the railway 
monopoly, with the growth of British railways during the same 
time, we arrive at the following remarkable results : — 

German Railways British Railways 

Kilometres Miles 

1880 33f4" X7f933 

X902 5Zf964 22,152 

Increase + i8,553 Increase + 4*2x9 

" + SS.5% •' + 23.6% 

^By O. Eltzbacher. Contemporary Review. 87: i74-9^* February. X905. 
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These figures show that the German railways have, under 
state ownership, grown more than twice more quickly than 
have those of Great Britain under private ownership. It might, 
of course, be objected that in densely-populated Great Britain 
there was no more room for the extension of railways. But 
that argument should be used with caution, for we find that 
Germany has now about six thousand miles more railways than 
has Great Britain, and, according to the German statistics, there 
are now 9.5 kilometres of railway per ten thousand inhabitants in 
Germany, whilst there are only 8.6 kilometres of railway per ten 
thousand inhabitants in this country. Measured in proportion to 
the population, the railway net of Germany is now 10 per cent 
denser than that of Great Britain. 

The activity and progressiveness of a railway system is ap- 
parent not only in its length and extension, but also in its equip- 
ment. The magnificent palatial railway stations of Germany, 
which form such a strange contrast with the mean, dirty and 
cramped railway stations of this country are well known. But it 
is not so well known how rapidly the rolling-stock on these lines 
has increased since the year when almost the whole of them were 
brought into the possession of the state. Therefore, the follow- 
ing figures may be of interest: — 

Freight and 
Locomo- Passenger Luggage 

tires Cars Cars 

1879 7>x52 10,828 148,491 

1884-1885 8,367 x3>o63 174*157 

1889-1890 9,42s 1S.177 194.70S 

i894-x895 10,991 18,391 231*366 

X900-Z90Z 13*267 24,225 303*364 

During the twenty years following the creation of the state 
railways, the rolling-stock of the country has been more than 
doubled. Improved material has been introduced everjrwhere, 
traveling has become infinitely more comfortable and more rapid 
on the state railways than it ever was on the old private lines, 
and owing to the introduction of more powerful engines, larger 
freight cars, etc., haulage has become far more economical and 
efficient. Goods-trains, in Germany, convey, as a rule, more than 
twice the weight which they carry in this country, but an exact 
comparison cannot be made, because our railways do not publish 
ton-mile statistics which would glaringly show up their ineffi- 
ciency. Whilst the most common truck in Great Britain holds 
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about 8 tons, that mostly used in Germany carries 15 tons. There- 
fore, the German goods-trains haul a smaller dead-weight, and 
are consequently much more economical than are English toy 
trains pulled by toy engines, and composed of insufficiently loaded 
toy trucks. 

How marvellously the freight and passenger business on the 
German railways has expanded since they came into the posses- 
sion of the state may be seen from the following statistics, which 
show that, whilst the mileage of the railways has grown within 
twenty years by one quarter, and whilst the rolling-stock has been 
doubled, passenger and freight traffics have more than trebled. 

Passenger Ton 

Kilometres Kilometres 

1879 3.797f 1 73.000 8,644*625,000 

x884-i88s 5,083,700,000 12,4x4,712,000 

1889*1890 6,903,526,000 16,142,648,000 

1894-1895 8,763,723,000 18,162,727,000 

X900 X 4, 3x0,204,000 27,434,536,000 

Although the wages of the German railway servants have 
considerably risen all round, and although, at the same time, 
freight and passenger charges have been lowered all round, as 
will be seen in the course of this article, the financial result of 
the state railways has become more satisfactory from year to 
year, largely owing to good management. The following have 
been the profits earned on the total capital of all the railways of 
Prussia : — 

Private Railway Average 

Z869 6.5 per cent. 

1874 4.4 per cent. 

X879 4.9 per cent. 

State Railway Average 

z884-x885 4.9 per cent. 

1889-1890 6.2 per cent. 

z894-i895 5.6 per cent. 

X900 7*0 per cent. 

Whilst under private management the railway profits were 
stagnant, or, rather, retrogressive, but they became rapidly pro- 
gressive after the railways had, in 1879, been taken over by the 
state. A profit of 7 per cent on the whole railway capital is a 
result of which an English railway director might, perhaps, 
dream, but would not think, for the net receipts of all the British 
railways have fluctuated for so many years between 3 and 4 per 
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cent that 4 per cent appears now an idealy high return on the 
total British railway capital. As Prussia borrowed the money 
with which she bought the railways by means of loans, which le- 
turn about 3j4 per cent, the state makes every year on its rail- 
ways an immense profit, which flows into its exchequer. Prussia 
has a state debt of £351,335,500, and the net earnings of the 
state railways for 1903 not only sufficed for making the necessary 
provision for the interest on the whole on the national debt and 
for its redemption, but left over and above that sum a clear 
balance to the state of £10,195,500, which went to the relief of 
taxation. 

The railway-using public, all the world over, desires, chiefly, 
that the conveyance of passengers and goods should be quick, 
convenient, punctual, equitable and cheap. These fivt require- 
ments are well fulfilled by the German state railways. Although 
a few show trains on British lines are still faster than are the 
show trains on German lines, the average speed of passenger 
trains is, according to a high German authority, considerably 
greater in Germany than it is in Great Britain. The German 
lines are no doubt more convenient than our own lines, owing to 
the unity and uniformity of their traffic arrangements, trains, 
time-tables, etc. Tickets issued from one town to another are, as 
a rule, available on the different lines connecting the two towns, 
and if a traveller should choose a roundabout way, he will not 
be told, "Your ticket is not available on this line," for the Ger- 
man railways are, for all practical purposes, one line. In Great 
Britain it requires years of travel and of careful observation to 
learn one's way across the country and its numerous lines, and to 
avoid the many pitfalls which are everywhere placed in the way 
of the inexperienced traveller. In Germany, such pitfalls do 
not exist, and the greatest simpleton will travel as cheaply, as 
comfortably, and as rapidly all over the country as will the most 
cimning commercial traveller. On many British lines, and espe- 
cipally on those South of London, trains appear to be late on 
principle. In Germany, railway trains arrive, nineteen imes out 
of twenty, to the minute, because the government punishes 
severely those who are responsible for delay. 

The German state railways have largely contributed to the 
prosperity of the German industries; the British railways have 
largely contributed to the decay of the British industries. In 
Germany, trade policy is made by the trade ; in Great Britain it is 

8 
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made by the railways, which, without consulting the trade, pre- 
scribe its course, stimulating it here, and stifling it there. But the 
greatest injustice under which the British producer suffers is 
that the British railways are allowed to convey foreign produce 
more cheaply than they carry British produce, whereby they di- 
rectly subsidise the foreigner to the harm of the native producer. 
They purposely support foreign industries on the board principle, 
"On British produce we charge what we can, on foreign produce 
what we may; British produce has to come to us, foreign pro- 
duce has to be attracted." Unfortunately, redress for those who 
are injured by this nefarious policy is very difficult, very costly 
and almost impossible, in view of the secrecy of railway charges. 
In Germany such outrageous conduct would be impossible, even 
on the part of the few private railways still existing. 

Whilst in this country the railways raise fares and freights 
at every opportunity, the fares and freight charges of the German 
state railways are steadily going down, as the following figures 
show : — 

Receipts of the German Railways, per Ton per Kilometre 

Goods by Goods by 

fast train ordinary train 

1893 24.47 pfennigs 3.79 pfennigs 

1896 24.09 pfennigs 3.79 pfennigs 

1899 21.75 pfennigs 3.57 pfennigs 

1902 17.OX pfennigs 3.52 pfennigs 

If we now look into the earnings of the German railways on 
their passenger traffic, we find the following figures, which also 
show a decrease of charges : — 

Receipts of the German Railways, per Passenger per Kilometre 

xst class 2d class 3d class 4th class 

1893 7.87 pfennigs 4.96 pfennigs 2.94 pfennigs 1.99 pfennigs 

1896 7.94 pfennigs 4.71 pfennigs 2.76 pfennigs 1.98 pfennigs 

1899 7.75 pfennigs 4.66 pfennigs 2.69 pfennigs x. 96 pfennigs 

X902 7.33 pfennigs 4.48 pfennigs 2.67 pfennigs x.89 pfennigs 

In Great Britain the maximum charge for third-class travel- 
ling is id. per mile, and a glance at any railway guide, such as 
the ABC Guide, will show that the British railways charge, in 
nine cases out of ten, the full maximum rate. In Germany the 
lowest class is the fourth class, where the average charge is little 
more than ^d per mile, whilst the charge for third class is about 
y^d per mile. It is also worth noting that in Germany travelling 
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first class is comparatively very much dearer than it is in Eng- 
land. On an average it costs in that country about three times 
more to travel first class than third class, and about four times 
more than it costs to travel fourth class. But in Great Britain 
travelling first class usually is only about twice dearer than it is 
to travel third class. In Germany the poor man travels cheaply, 
whilst in England the rich man travels cheaply. 

The German states pursue a truly national railway policy. 
Railways are built where they are wanted by the population or 
by the state even if they do not pay, for the German state con- 
siders itself as the servant of the nation and as the trustee of its 
interests, and not the nation as the milch-cow of the railway 
department. Hence, the German states have encouraged the 
building of canals in every way, and the tolls charged for their 
use are so low that the government loses about a million sterling 
per annum on its canals. Again, the German government has in 
no way interfered with the building of electric trams, whilst the 
railways in the classical country of freedom and non-interference 
have nefariously closed the canals and obstructed the building 
of electric tramways, in order to deprive trade which wished to 
escape strangulation of an alternative outlet. 

PRUSSIAN RAILWAY ADMINISTRATION* 

Financial Results 

The capitalization of the Prussian-Hessian system, about 
$1,952,750,000 in 1899, amounted in 1905 to $2,225,000,000, about 
$105,800 per mile. The average net profits amounted in 1903-4 
to 7.12 per cent and in 1904-5 to 7.17 per cent of the capitaliza- 
tion. The excess of earnings over disbursements, which has 
amounted each year since 1894 to $100,000,000 or more, is applied, 
first, to pay the interest on the railway debt; then, except that a 
small sum ($500,000) may be used to meet any deficit in the or- 
dinary state budget, the next claim is three-quarters of one per 
cent of the total railway debt not the unextinguished portion) 
for a sinking fund; then, any balance may be invested in new 
lines or be paid to the government for general expenses. From 
1881 to 1899 $350,000,000 was so turned over to the government. 
For the year 1904-5 the net profits amounted to $158,190,000. 

^ By Ernest S. Bradford, economist. Annuls of the American Academy. 
29: 3x0-22, March, 1907* 
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General Conclusion 

"The results of the nationalization of the railroads in Prussia 
have been highly satisfactory," says Prof. Emory R. Johnson, 
"particularly in its financial results." Its success has been due in 
no small part to the well articulated, flexible and elastic system of 
administration. A definite head, well defined control and respon- 
sibility all the way down from minister to depotmaster, with 
shippers in close touch with the railway management, result in 
rates which change with the changing needs of commerce, and 
in a service adequate for Germany. Preferential rates whenever 
granted are granted openly, after full and public discussion; 
there are no secret rebates. Prussia has satisfactorily solved the 
problem of government ownership. Would the United States be 
as successful? 



FIRST DECADE OF THE SWISS FEDERAL 

RAILWAYS' 

Probably the fairest procedure for determining the measure 
of success obtained by the Swiss government in the railway 
business is to ascertain first what it aimed to accomplish. The 
arguments advanced by the Federal Council in advocacy of pub- 
lic ownership were as follows : 

1. The desirability of consolidating the independent railway 
lines of Switzerland in order (a) to save the expenses of the 
superfluous company and general managers' of&ces, (b) to secure 
the advantages of monopoly and organization on a larger scale 
in equipment and maintenance of way, and in operation and the 
security of traffic, and (c) to improve the local service by the 
more generous employment of the profits on the profitable por- 
tions of the business for the extension of the service into less 
profitable places. 

2. The reduction of fixed charges by the substitution of the 
credit of the government for that of the private companies. 

3. The application of net profits to the amortization of capital 
until the entire railway system should be owned clear of debt, 
thus eventually making possible a great reduction of rates 
(France, Germany, and Austria, it was believed, would be in a 
similar position by the middle of the twentieth century). 

^Bf A. N. Holcombe. Quarterly Journal of Economics. 26:341-62. 
February, 19x2. 
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4. The abolition of discrimination of all kinds, and the estab- 
lishment of uniform and just rates (the message intimated that 
the lowest rate for each class of traffic then in force on any pri- 
vate road would be extended to all the roads to be acquired by 
the federal government). 

5. The more effective representation of the interests of 
shippers and of the travelling public as opposed to the interests 
of stockholders in railway management. 

6. The improvement of the conditions of employment of 
the employees (a) by standardizing the various wage scales 
and labor regulations (the Federal Council intimated that the 
highest wage scales in force on any of the roads to be acquired 
would be extended to all of the roads to be acquired), (b) by 
better enforcement of federal labor legislation than was possible 
while the lines were under private management, and (c) by main- 
taining superannuation and other benefit funds on a sound and 
liberal basis. 

7. The elimination of foreign influence from the manage- 
ment of Swiss railways. Apparently in at least three of the 
leading roads foreign stockholders then held a controlling inter- 
est, and such control, in the opinion of the Federal Council, was 
politically dangerous. 

The message of the Federal . Council was tinged with a strain 
of sentiment. There was some appeal to the national pride, 
which ought to insist upon the popular management of those 
affairs which are of prime importance to the safety and well- 
being of the commonwealth, and to the national prejudice, which 
ought not to tolerate the threatened control of Swiss domestic 
commerce by aliens. But in the main the Federal Council 
founded its case upon sober calculations of lower rates and 
additional facilities for shippers and travelling public, of im- 
proved conditions for railway employees, and, of better manage- 
ment generally. The arguments of the Federal Council were 
tersely summed up by a sympathetic American writer. "The 
nationalization of the Swiss railroads," he writes, "was inevitable, 
a natural fruit of the spirit of democracy"; but the "direct 
efficient cause was business opportunism." 

Let us now consider the results of this policy of "business 
opportunism." In the first place, the political dangers of the 
alien control of Swiss domestic transportation, whatever they 
may have been, were definitely removed. So much nationalization 
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accomplished. Much of the purchase money, to be sure, was 
borrowed abroad on the credit of the government, but foreign 
bondholders and foreign stockholders are not of the same genus. 
The Swiss people by the nationalization of their railways not 
only assumed the responsibility but obtained the power to manage 
them in the interests of Swiss shippers, travellers and railway 
workers. After nationalization, there could be no danger of 
the exploitation of the Swiss people as a whole. The only 
possible danger would be that of the exploitation of one class 
of the people by another. The general public in its political 
capacity might exploit the railway workers by denying them 
just compensation and conditions of employment; conversely, 
the railway workers, by gaining an improper influence over the 
government of the day, might exploit the general public by 
obtaining excessive wages at the cost of reasonable rates of trans- 
portation. In fact the relations between the state employer and 
the railway workers have been singularly harmonious and free 
from friction. The workers have never struck, nor even threat- 
ened to strike. The government, on the other hand, has always 
maintained its authority, and while treating its employees with 
liberality, has never given them more than could be publicly 
shown to be their due. 

The conditions of employment on the federal railways were 
regulated by the laws of June 29, 1900, and December 19, 1902. 
The various grades of employees were classified, and maximum 
and minimum rates of pay were prescribed for each class. The 
highest rates paid on any of the private roads wer« adopted as 
the minimum rates for the corresponding classes ot the federal 
service. The new rates went into effect May i, 1903, and each 
third year thereafter the pay of every employee who had served 
through the preceding three years was to be increased by three 
hundred francs until the maximum for the class should be 
reached. An eleven-hour day was established (which is less 
than the usual Continental European working-day), with the 
further provision that every train-crew should have at least ten 
hours of unbroken rest in each twenty- four, and all other em- 
ployees at least nine hours. More liberal provision than had 
previously been the rule was made for a weekly day of rest and 
for annual vacations. The common laborers shared in the im- 
proved conditions of employment, but the most highly paid 
administrative officers suffered, since in view of the salaries 
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paid to other officers in the service of the federal government, 
it was not possible to continue the fancy salaries sometimes paid 
by the private companies to favored officials. These changes, 
the improved conditions of employment even more than the 
higher wages, tended to increase the operating expenses of the 
federal railways; but they had been practically promised in 
advance, and their probable cost had been reckoned with by the 
advocates of nationalization. 

The labor policy of the Swiss railway management is revealed 
by the conduct of the employees when the pressure of the recent 
increase in the cost of living began to be felt. The standard 
wage scale was established upon the basis of the general level 
of prices and wages in 1899. Since then the rise in the general 
level of prices has been world-wide. According to Calwer's 
index number, which most adequately portrays the monetary 
situation in Switzerland, the rise in the cost of living from 1899 
to 1907 amounted to 175^ per cent. The highest rate of wages 
in effect upon the private railways (which were the basis of 
the governmental rates) had been established in 1896 and the 
rise in the cost of living since then amounted to over 27 per 
cent. The men began to complain, respectfully, but during 1906 
with increasing vigor. The government, when confronted by the 
men with family budgets and other pertinent evidence of the fall 
in real wages, recognized the justice of their claims, but wished 
to postpone the revision of their wages until a general act could 
be prepared that would apply to all federal employees. In 
December, 1906, the Union of Postal, Telegraph, and Customs 
Officials, the Union of Swiss Transportation Laborers, and the 
Union of Swiss Transportation Officials simultaneously petitioned 
the Federal Assembly for a special supplement to their regular 
wage during the year sufficient to compensate them for the 
increase in the cost of living. The Federal Council ultimately 
recommended that each married employee and each unmarried 
employee with persons dependent upon him for support, earning 
less than 4000 francs a year, should receive a supplement to his 
annual earnings of 100 francs; and that all other employees 
earning less than 4000 francs should receive 50 francs. The 
Federal Council took pains in its message to the Assembly to 
remark on the courteous tone of the employees' petitions and 
the reasonableness of their request. The payment of this "high- 
prices increment" was repeated in 1907 and 1908. In 1909 the 
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scope of the extra payment was extended, and finally a law of 
June 23, 1910, revised the classification of railway employees and 
established a general and permanent increase of wages. 

This incident in itself is not perhaps of great importance, but 
it illustrates the good understanding that prevails between the 
railway management and its employees. The influence which 
the latter exert in order to bring about an improvement of their 
conditions of employment has no unhealthy effect upon Swiss 
politics. It is not so strong as to subordinate the good of the 
service to their private advantage, and yet strong enough to 
secure the prompt recognition of their just claims. Nor has 
governmental management brought with it an extravagant over- 
manning of the roads. The rate of increase in the number of 
employees on the federal railways up to the end of 1908 was 
less than the increase during the same period on the St. Gothard, 
which remained under private management until the following 
year, although the rate of development of traffic was greater 
on the federal lines than on the St. Gothard. The total number 
of employees at the end of 1909 was 34,575, and there is abso- 
lutely no evidence of "polities'* in the management Suitable 
provision is made for insurance against sickness and accident, 
pensions are provided in the event of any chronic infirmity or 
old age, and the organization of labor is provided by the man- 
agement itself. Thus public ownership has brought with it the 
adoption of methods that recognize the mutuality and solidarity 
of labor, and convert the craving for combination and mutual 
support, so characteristic of modern wage-earners, into a pro- 
ductive asset. 

As soon as the government had gained control of a sufficient 
number of lines, it proceeded to fulfill its pledges with regard 
to rates. . . . The law provided an elastic process of rate making 
for service in the future. Increases or cancellations of rates 
require three months' advance notice, but the period may be 
shortened, if material reductions accompany increases of rates, 
or if international through rates are increased on the external 
portion of the route only. Reductions of passenger rates must 
remain in effect at least three months, and of freight rates at 
least one year, but reductions may be granted for shorter periods 
if the period is stipulated in advance. These restrictions do not 
apply to excursion rates. Thus the public enjoys complete se- 
curity against unfair discrimination (for there never have been 
any charges of secret rebating or criminal collusion between 
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railway officials and favored shippers), without unduly restrict- 
ing the power of the federal railways to adapt their charges to 
special conditions. 

The law of July 27, 1901, not only established a satisfactory 
system of rate making, but also provided for the redemption of 
the pledges for improved service. The number and speed of 
trains and the supply of rolling-stock has been increased, ter- 
minal facilities have been improved, and ways more solidly 
maintained. The reports of the chambers of commerce of 
Swiss cities and of other bodies authorized to speak in the 
name of the economic interest of the country are full enough 
of specific criticisms of the service and suggestions for its 
improvement, but there is no disposition to disparage the 
capacity of the railway administration or to condemn its conduct 
of affairs. 

There has been a wide spread impression in recent years, both 
in Switzerland and elsewhere, that the federal railways have 
proved a financial failure. This impression is founded largely 
upon the annual official budgets. Each year since the revised 
rates of wages and passenger and freight tariffs were put into 
effect, the railway management itself has estimated that the next 
year would close with a deficit. Thus in a sense it is true that 
the federal railways year after year have been having to face 
deficits. These deficits, however, have been more apparent than 
real. The actual financial results have regularly been more 
favorable than the budgetary estimates with the single exception 
of the year 1909, and the federal railways have regularly earned 
a surplus over and above the amount required for the interest 
and amortization charges except in the two years 1908 and 1909. 
This is indicated by the following table, computed from the 
official reports, showing in parallel columns the estimated 
deficits and the actual results. 

Profit (+) or loss Profit (+) or loss 
( — ) M estimated ( — ) actually 

Year in budget resulting 

1902 +4f442>420 

1903 +x>030,68a 

1904 — 1,209,72s + 60,735 

X905 — 2,088,400 + 651,734 

1906 — 4>66o,350 +2,S4^,S»3 

1907 — s,S28,ss7 + 4^9>8xs 

X908 — 2,498,790 — 5,823,166 

X909 — xo,927,330 — 4,09x,020 

19x0 — 9*1^5*000 +7*948*758 
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Some of these figures are not the same as the corresponding 
figures in the ofEcial budgets and reports. The official budgets 
do not include with the regular estimates for the year any 
estimate of the so-called 'liigh-prices-increments" paid since 
1906 to the railway employees. Beginning with 1907, I have 
included such an estimate, based on the sum actually so paid 
in the preceding year. The official reports often carry over 
surpluses or deficits into the accounts of the ensuing year, 
where they serve to conceal the true result of that year's oper- 
ations. Thus the report for 1910 states the result of the year's 
operations to be a deficit of 1,535,616 francs, whereas in fact 
the result was to diminish the accumulated deficits of the two 
preceding years by the amount shown in the table, that is, the 
largest surplus in the history of the federal railways. Taking 
the results of the entire operations up to the end of the decade, 
the surpluses exceed the deficits. Since, however, a portion of 
the earlier surpluses were employed for extraordinary amortiza- 
tions, the official balance sheet at the end of 1910 showed a net 
deficit of one and a half million francs on the eight years' 
operations, or a little more than one-tenth of one per cent of 
the present funded debt of the federal railways. The amortiza- 
tion charges for a single year, which are a species of profit, 
would wipe out this deficit several times over. Since all interest 
and amortization charges have regularly been paid, this nominal 
deficit may be disregarded. Indeed it should have been wiped 
out by the results of the first quarter's operations in 191 1. So 
near an approach to the ideal zero of surplus profits must be 
considered a sufficient disproof of the charge of financial failure. 

The second decade of the Swiss federal railways begins 
auspiciously with an estimated surplus, the first budgetary 
surplus since the government's policies have been in effect. 
The truth is that the Swiss federal railway management is to 
be highly commended for its energetic and sagacious handling 
of a difficult situation. In any undertaking in which the margin 
of profit is calculated so closely as in the Swiss federal railways, 
abnormal conditions may temporarily produce abnormal profits 
or losses; but over longer periods of time these should offset 
one another. There is no reason why the equilibrium between 
income and outgo should not be permanent. 

Our examination of the financial history of the Swiss federal 
railways leads us to certain definite conclusions. Mr. McPher- 
son's statement that the railways have become a drain upon the 
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tax-payers is not supported by the evidence. For Mr. Vrooman's 
prediction, on the other hand, that the existing railways will 
have paid for themselves out of profits in about sixty years, 
there is substantial foundation in the record of governmental 
management. Without venturing, however, to predict, we may 
observe that the Swiss federal railways have already reduced 
rates, improved the service, raised wages and made a profit. 
In short, the evidence of the first decade of the Swiss federal 
railways is that the policy of "business opportunism" is justifying 
itself. 



GOVERNMENT RAILWAYS IN AUSTRALIA' 

The following figures, as far as they apply to Australia, con- 
stitute part of the elaborate and carefully audited balance-sheet 
for 1907, published by every state-railway system in the Aus- 
tralian Commonwealth. I owe them, as well as the comparative 
figures for other countries, to the kindness of the government 
statist of the Commonwealth, who has been good enough to 
furnish them to me in advance of publication and has thus 
saved me the enormous labor of extracting and combining them. 

These then are the true facts: 

Work- 
ingEx- 
Country* penses. 

Net Per- Per Train Mile 

Return centage » ' » 

on of Gross Gross Work* 
Capital Capital Reve- Reve- ing Ex- Net Rev- 
Cost per Cost, nue, nue, penses, enue. 
Mile, £ Per cent Per cent Pence Pence Pence 
Australian Common- 
wealth 9*669 4.35 57* x8 86.57 49*50 37*07 

Great Britain and 

Ireland 55»798 3*45 67.21 62.73 4^*x7 20.56 

United States X3»735 5*ox 66,77 99.00 66.10 32.9 

Canada 12*994 2*87 69.52 89.50 62.25 27.25 

Per Mile Open for Traffic 

MUeage Area KiUed 

Open tor in Square Poj^u- and 

Traffic Miles lation Injured 

Australian Commonwealth . X4>i90 200.9 281 o.x68 

Great Britain and Ireland. . 23,063 5.26 1*9x2 * 

United States 217,341 13.6 387 0.438 

Canada 21,353 175.4 290 0.065 

^ By Max Hirsch. Public, x i : 103-5. Mar x, xpo8. 

* Australian Commonwealth for 1007. Great Britain and Ireland, and 
Canada, for 1906, except that "Killed and Injured" is for 1905. united 
States for 1905. • Not available. 
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Sttiplus Orer 

Working 

Expenses 

Working Interest Net and Interest 

Expenses Charge Revenue Charges 

Commonwealth... £71968,374 £4f975>34X £5f968,388 £992,947 

The foregoing figures show that the net returns from the 
Australian state railways is higher than those from the privately 
owned railway systems of the United Kingdom of Great Britain 
and Ireland, and of Canada, and approximates very closely to 
that of the railways of the United States. 

If, then, the Australian system is "really bankrupt," those 
of Canada and the United Kingdom are worse than bankrupt, 
and that of the United States is nearly so. . Yet they are 
privately owned. 

Moreover the Australian system shows the lowest percentage 
of working expenses and the highest revenue per train mile; it 
shows a smaller percentage of accident than the United States, 
and, crowning glory of all, its cost of construction per mile is 
lower, much lower, than that of any of the privately owned 
systems with which it is here compared. 



GOVERNMENT-OWNED RAILWAYS OF NEW 

ZEALAND* 

The opportunity was afforded me during a recent visit to 
the United Kingdom to note by comparison the operation of 
private-owned and government operated railways under the 
British flag. Britain with a contributing population of 45,000,000, 
limited to an area of but little greater than that of New 
Zealand, under the avaricious hand of private-ownership, over- 
capitalization and combined pools of earnings, pays in passenger 
fares a very much larger tariff than is paid on the New Zealand 
government railways, notwithstanding the great disparity in 
contributing population. 

A comparison of the English roadbed and speed of trains 
is vastly favorable to the English railway system; not to be 
wondered at however, when we know that the first use of rails 
for the purpose of reducing the traction of vehicles dates back 

^By A. A. Brown. Arena. 38: 113-17. August, 1907. 



OF RAILROADS 129 

to the year 1633, ^^^ ^^^ ^^^^ use of iron rails dates back to 
1801. Considerably more than a century, therefore, has been 
devoted to the perfection of the roadbeds of Britain and the 
perfecting of its rolling stock. In comparison with the latter, 
however, the New Zealand railways are more comfortable and 
decidedly more cleanly. In England as elsewhere private- 
ownership of railways has ever used the now exploded argu- 
ment of competition to prove the efficacy of its case, the fallacy 
of which can best be shown by presenting comparative rates 
charged for ordinary travel on the New Zealand government 
railways with rates for like distances on English lines between 
points enjoining the benefits of "keen competition" and heavy 
passenger traffic. 

Extract from Table Prepared by Hon, Sir J. G, Ward, 

Minister of Railways 

First Second First Second 

Miles Single Single Return Return 

s. d. 8. d. 8. d. 8. d* 

From London to Glasgow 402 58 o 33 o xio 3 6j xx 

New Zealand (same distance) . . 37 5 20 4 74 xo 40 8 

London to Edinburgh 393 57 6 32 S X09 6 62 S 

New Zealand (same distance).. 36 7 19 xi 73 ' 39 10 

London to Carlisle 300 40 6 24 2 81 o 48 5 

New Zealand (same distance).. 28 3 x59 56 6 3x6 

London to Liverpool 202 29 o 16 6 58 o 33 o 

New Zealand (same distance).. 20 i xi 8 40 2 23 4 

London to York X89 27 o x5 8 54 o 3x 4 

New Zealand (same distance) . . 19 o x i x 38 o 22 2 

Let me put these figures in another form, perhaps more 
easily understood by the American reader. The New Zealander 
can travel 450 miles first class and 500 miles second class for 
the same rate that is paid by the Londoner to Carlisle, a journey 
of but 300 miles. Once more— the Londoner pays 33s. second 
class to Glasgow, a distance of 402 miles; for the same fare the 
New Zealander can travel 716 miles. Such figures, taken as 
they are from the official tables of rates, thoroughly explode 
the theory of cheapness to the public by private-ownership of 
railways. 

Interlinked with the New Zealand railways is the progress 
of the colony, the convenience, prosperity and happiness of its 
people, and the incalculable and unmeasurable benefits that can 
be bestowed by a fraternal government to the people for whom 
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the government incorruptibly stands. Closely allied to the 
advancement of education we find the government railways 
enlisted in the work of carrying the children of parents residing 
in remote and unsettled districts to and from the public schools 
for all distances up to 60 miles free, that the benefits of educa- 
tion might not be denied to the children of the pioneer, and 
workmen are granted weekly tickets enabling them to travel one 
way each day for six days every week at the very infinitesimal 
charge of 2d. (four cents) per trip for all distances from 3 to 
10 miles, while the farmer and the orchardist have the free use 
of the railways up to a distance of 100 miles for the delivery 
to them of lime for manuring and increasing the productive- 
ness of their lands, while the charge beyond the limit of 100 
miles is too low to force an argument. Can you, American 
farmer, ever dream of such concessions while the railways of 
the United States are under the control and dominion of finan- 
cial harpies whose sympathy with the people and their equitable 
demands finds fullest expression in Vanderbilt's historic: "The 
public be damned!" 

The state has not contented itself with making concessions 
in fares and freights to the users of the colony's railways, but 
it has from time to time shown in a practical manner that it 
recognizes that the laborer is worthy of his hire, and has given 
to railway servants of all grades tangible recognition of their 
services in improved classification and pay. The practical 
nature of the recognition is shown by the fact that the increases 
in pay granted to the railway staff during the past nine years 
have amounted on the lowest estimate to no less than £365,000. 
In other words, the state railways have given to the public in 
the form of concessions, and to the employees in increased 
salaries, over one million pounds. 

Not only is the workman well cared for during the years 
of his usefulness but a superannuation scheme is provided for 
the benefit of those who retire from time to time through ill 
health or old age, and in the case of death of an employee by 
accident or other cause before reaching the year of his retire- 
ment, his widow receives an allowance during her widowhood 
of £18 ($90) per annum, with a further pasmient of 5s. ($1.25) 
per week in respect of each child under 14 years of age. 

The value of government-ownership of railways is a subject 
of inexhaustible merits incorporating within a full discussion the 
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whole economic fabric of government function; the duty of a 
government to the people it for the time represents, and as the 
history of all state-owned lines testifies to administration clearly 
in the interest of every citizen alike, without favors to the strong 
and powerful against the weak and helpless and without secret 
and illegal rebates, discriminations, preferentiations, and draw- 
backs in favor of interested monopolists, as against the indi- 
vidual shipper. 

It means that every citizen receives equal treatment and 
pays exactly the same rates for equal or the same service. It 
is the duty of the state to employ the railways as an adjunct to 
the development of the colony; the settlement of the people 
on the land; the employment of labor for the betterment of the 
state; the increasing of opportunities to the producer; the 
creation of markets for the agriculturalist; the convenience of 
a people at a minimum cost; the rights of a people equitably 
maintained. It means equality of opportunity, freedom from 
political corruption, integrity in management. It means the em- 
ployment of a great public utility for the sole benefit of the 
public, entirely removed from private interests for private gain. 



NEGATIVE DISCUSSION 



THE RAILROADS AND THE PUBLIC— A 
NATIONAL PROBLEM* 

The people of the United States make greater use of their 
railroads than is the case in any other important country, as the 
following table shows : 

Number of Tons Moved One Mile per Capita per Annum 

United Kingdom 286 Germany 582 

Austria-Hungary 318 United States 2,737 

France 365 

This is partly because of the greater area and rich natural 
resources of the United States, but chiefly because the freight 
rates here are so low that the difference in cost of transportation 
may be and often is more than offset by the natural advantages 
of certain regions or localities, thus making it more economical 
to procure our coal, ore, lumber, grain, etc., where the superior 
natural advantages or conditions give the lowest initial cost, dis- 
regarding largely the element of distance. 

The American railway system, taken as a whole, during the 
fiscal year ended June 30, 1913, carried 2,058,035,487 tons of 
freight an average distance of 146.59 miles, and received for so 
doing $2,198,930,565, equal to 7.29 mills per ton mile. During 
the same year 1,033,679,680 passengers were carried an average 
distance of 33.58 miles each, for a total sum of $695,987,817, or 
2.008 cents per mile. The aggregate earnings of all the rail- 
roads for the year above mentioned were $3,125,135,798 and the 
total operating expenses for the same period were $2,182,769,000. 
More than 1,800,000 men and women are employed by these car- 
riers with an annual payroll of $1,373,000,000. The total cost of 
these roads as represented by "property investment" account on 
June 30, 1913, was approximately $16,000,000,000. 

* From an address to the students of Dartmouth College. Hanover. 
N. H., March 22. X9i5> by Daniel Willard, president of the Baltimore and 
Ohio. Railway Age Gazette. 58: 703-6. March 26, 19 15. 

9 
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Not Overcapitalized 

The following table shows comparative cost per mile of rail- 
ways in leading European countries and the United States: 

United States 6s,68x (1913) Switzerland %i20,9So (x9xx) 

Belgium 190,9x4 (19x1) Germany xx6,66j (x9xa) 

France 148,625 (x9ix) Austria-Hungary . . 96.033 (x9xx) 

Italy xa6,886 (x9ix) United Sutes 65,68x (1913) 

Notwithstanding the statement so often made in the past, but 
much less frequently at present, that our American railroads 
are over-capitalized, it will be seen from the figures just given 
that the average capitalization or cost per mile of the roads in 
the European countries mentioned, is more than double what it 
is in the United States. This is due largely to the fact that it 
has been the general custom in this country to make many ad- 
ditions to the properties from current earnings — ^that is to say, 
from the surplus earnings from year to year that might other- 
wise have been distributed to the stockholders as dividends. 

The railroads now pay more than $130,000,000 per year as 
^axes, equal to 4.3 per cent of their gross earnings, a sum, by 
the way, more than two and one-half times as much as the 
government pays all the railroads for carrying the mails. 

Problem of Regulation 

The figures quoted indicate to some extent the magnitude of 
the undertaking which has been built up with private capital 
and is now devoted to public use, and on that account subject 
to public regulation. A policy of regulation dealing wisely and 
well with such a problem must, in the broader interest of all, 
give just consideration to the rights of all. A selfish policy, 
were it possible, either in the interest of the 1,500,000 security 
holders or of the 1,800,000 employees of the American railroads 
would soon cause general dissatisfaction, which in turn would 
find expression in laws framed to punish as well as to correct. 
A policy intent only or chiefly upon securing lower and still 
lower rates, as is sometimes urged, regardless of the rights of 
those whose money has made the roads possible, will inevitably 
fail because new capital could not be obtained under such con- 
ditions, railroad growth would stop and all industry would 
suffer. The Interstate Commerce Commission has said truly 
that ''The means of transportation are fundamental and in- 
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dispensable agencies in our industrial life and for the common 
weal should be kept abreast of public requirements." 

It is the function of regulation to so evenly balance the con- 
flicting claims of the many that the just rights of all shall be 
properly conserved. Certainly this presents a most intricate 
problem, but in my opinion one by no means impossible of 
solution. Since the Interstate Commerce Commission has been 
in existence, it has handed down a large number of opinions 
or decisions, and in these decisions may be seen the gradual 
unfolding of our federal policy of railroad regulation. I shall 
discuss chiefly federal regulation, because the steam locomotive 
and the electric telegraph and telephone have in effect eliminated 
state boundaries in a commercial sense, and state regulation of 
the agencies of commerce must on that account yield largely to 
federal regulation and control. 

Federal Policy of Regulation 

The two decisions of the Interstate Commerce Commission in 
the so-called Five Per Cent Rate Case contain the essentials 
of a bill of rights for the roads. In these decisions and in 
support of what I have just said is to be found the following 
language : 

The proceeding before us may therefore be described as, in some sense, 
a controversy between the consuming public which pays the rates, and the 
investor who furnishes the facilities for moving the freight; and our duty 
is to ascertain from the record before us what are their respective rights. 
That, in fact, is the real railroad question — ^the just balancing of the mutual 
rights of the public and of the carriers under a national policy that per- 
mits and invites the performance of this public function by private interests. 
From that point of view the problems and difficulties of our railroad become 
public problems of great national concern. . . 

The public interest demands not only the adequate maintenance of exist- 
ing railroads, but a constant increase of our transportation facilities to 
keep pace with the growth and requirements of our commerce. If, how- 
ever, that development is to be accomplished with private capital, in con- 
formity with our traditions, nothing can be more certain than that the 
facilities will not be ];>rovided except under such a system of regulation as 
will reasonably permit a fair return on the money invested. 

In harmony with the policy indicated in the general state- 
ments just read, the commission, after considering all the testi- 
mony presented, said further — 

In view of a tendency towards a diminishing net operating income as 
shown by the facts described yrt are of opinion that the net operating 
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income of the railroads in official classification territonr, taken as a whole, 
is smaller than is demanded in the interest of both the general public and 
the railroads; and it is our duty and our purpose to aid, so far as we 
legally may, in the solution of the problem as to the course that the car- 
riers may pursue to meet the situation. 

Speaking more definitely in the same connection the com- 
mission also said: 

There can be no doubt upon the record that the carriers in central 
freight association territory ought, in the public interest, to have as much 
additional reyenue as would be produced by a five per cent increase, as 
modified herein, and possibly more. . . . The traveling public is giving ex- 
pression to its demands for better service, better accommodations, and for 
the adoption by carriers of all the devices that make for safety. A public 
that demands such a service can not reasonably object to the payment of a 
reasonable compensation therefor. 

The commission also suggested certain reforms and changes 
of practice which it was thought would tend to augument net 
revenues. 

In the decisions or opinions in the Five Per Cent Case from 
which I have just quoted, may be found not only a clear state- 
ment of the railroad problem of today as defined by the com- 
mission, but also a recognition of the principles essentia! to and 
sufficient for its satisfactory solution. The commission con- 
cedes and asserts: 

That there is in this country a fundamental need of adequate 
transportation facilities. 

That such facilities during the continuance of present eco- 
nomic conditions can only be had by means of private capital, 
combined with private enterprise. 

That private capital can only be obtained by the hope and 
realization of fair and reasonable return. 

That to produce such return, freight rates may be raised, 
when it is shown that existing rates as a whole yield inadequate 
revenue, and that the higher rates proposed would be reasonable. 

That such reasonable passenger fares may be charged as will 
yield a fair return on the property devoted to passenger use, 
and further — that in genera! each class of service, including the 
mail and express, should contribute its just proportion to the 
total economic cost of operation. 

By economic cost of operation I mean all costs, including the 
interest or dividends paid for the use of capital invested in the 
plant. 
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The foregoing principles have been contended for by the car- 
riers; they have been clearly and freely admitted by the com- 
mission in the Five Per Cent Rate Case, and I believe when the 
matter is clearly understood will be just as freely granted by 
the general public, because I believe the public when correctly 
informed will be fair. 

The Labor Problem 

The relations between the railroad and the shipper have, as 
I have shown, been very clearly defined and established, but no 
authoritative word has yet been spoken concerning the relations 
between the railroad and its employees, or between railroad 
employees and the public. When it is recalled that the total 
number of railroad employees in the United States is roundly 
1,800,000, or about one- tenth of the entire voting population, 
and that 44 cents out of every dollar earned by the railroads, 
equal to $1,373,830,589 per annum, goes directly to pay labor, 
the magnitude of this phase of the railroad question becomes 
apparent. 

I shall not enlarge upon this particular matter, but any dis- 
cussion of the railroad question which ignored this feature 
would be incomplete, and any forecast of the future of the rail- 
roads which fails to take this matter fully into account will 
also be incomplete and unreliable. Railroad employees or many 
of them are required to perform duties of a more or less hazard- 
ous nature, and they are also called upon frequently to think 
and act quickly and to use good judgment. As a whole there is, 
in my opinion, no better or more worthy class of men to be 
found anywhere or in any employment. They are semi-public 
servants and as a rule serve the public well, and deserve well 
of the public. All this, however, should not blind the public 
to the fact that all elements of cost, including wages, must 
finally be reflected in the freight and passenger rates which the 
public must pay. The railroad has no other sources of revenue. 

Enlarge and Reorganise the I. C. C. 

If the principles established in the Five Per Cent Case be 
generally accepted, and actually made the basis of our national 
policy of railroad regulation, I feel confident that the problem 
of how best to provide adequate service at reasonable rates 
will be satisfactorily worked out under the present plan of pri- 
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vate ownership with government control, but I also believe that 
before this result can be fully realized, the interstate commerce 
law must be amended. The Interstate Commerce Commission 
should be enlarged and reorganized and its powers so broadened 
that it may be able to deal promptly and effectively with the 
various matters under its jurisdiction. It is not able to do so at 
the present time. The interstate commerce law as it is today 
reflects the influence in the past of a nation-wide demand upon 
Congress to enact a law or laws which should primarily be 
sufficient to protect the public from the assumed greed of the 
railroads, and to that end the commission has been given the 
power among other things to order rate reductions and to pre- 
vent rate advances. 

It is right that the people should be protected from the sel- 
fishness of the railroads, but it is equally important that the 
railroads be protected from the unreasoning demands of the 
public. The commission should be given the power to fix the 
minimum as well as the maximum rate which the railroads may 
charge. It should be kept in mind that the demands of the 
growing commerce in this country make necessary an annual ex- 
penditure by the railroads for additions and betterments of 
not less than $750,000,000. If those having money to invest 
lose confidence in the stability of railroad securities that fact 
is immediately reflected in reduced railroad expenditures for 
additions, betterments and equipment. Such expenditures at 
the present time I believe are at the lowest point reached in the 
last fifteen years, and much below the amount necessary to 
maintain the existing standards of facilities and service, and 
while the European war has had some effect, the situation was 
very serious before the war broke out and reflected in no small 
degree the results of our general policy of railroad regulation, 
particularly during the last ten years. 

The policy referred to has found expression not only in the 
acts of commissions but in the laws as well — ^both state and 
federal. In the year 1913, 1,395 hills, designed to regulate the 
details of practical railroad operation, were introduced in the 
legislatures of the various states then in session, and 230 of 
those bills were enacted into law. The increases in operating 
expenses and taxes of railroads, due to the causes just men- 
tioned and to wage advances, have more than counterbalanced 
the economies derived from additional traffic and increased 
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transportation efficiency, leaving no increased income to apply 
on the enlarged property investment. No industrial undertaking 
can thrive, or even continue to exist, under such conditions. If 
the present plan of private ownership with government regula- 
tion should fail because of unwillingness on the part of the public 
to invest further in railroad securities, it will be no less the fault 
of those responsible for the policy of regulation than of those 
responsible for the management of the railways. 

Government Ownership 

Those who advocate government ownership assert that be- 
cause of its high financial credit the government would be able 
to obtain the necessary capital at rates lower than are paid 
under the existing plan, but no one knows how much lower, 
or what the actual saving in that respect might be, or how long 
that condition might continue. The price of government bonds 
under existing conditions is not a fair measure of what the 
government might have to pay for money in large amounts and 
under open competitive conditions. The advocates of govern- 
ment ownership also claim that all special privileges and dis- 
criminations would be abolished. That can be easily accom- 
plished under the present plan — in fact, has been. They claim 
that the government by operating all of the roads as one sys- 
tem could save the unnecessary expense involved in the large 
number of employees now engaged in soliciting freight and pas- 
sengers for the different lines. This is true, but it does not 
necessarily follow that the public would be the gainer thereby. 
The fact that our freight rates are already the lowest in the 
world is due very largely to the stimulus of competition, and 
competition would, of course, cease to exist under the plan 
discussed. 

Beyond question, the railroads in Germany and particularly 
in the Kingdom of Prussia, are well maintained and well oper- 
ated, but the freight rates which obtain in that country are 
much higher than they are in the United States. It is more 
difficult to make a comparison of passenger rates because the 
conditions of the passenger service in this country are so un- 
like the conditions in Continental Europe. However, when con- 
sideration is given to the different classes of service and the 
character of the equipment used, together with the fact that 
baggage is not carried free on any of the European roads as is 
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the case in this country, I am convinced that passenger fares 
upon the average in the United States are no higher than they 
are upon the average for similar service in Europe. In no coun- 
try outside of Germany, in my opinion, are the railroads oper- 
ated and managed as prudently or efficiently under government 
ownership as is the case in the United States under private 
ownership with governmental control, and freight rates in the 
United States are upon the average much lower than those 
charged in Continental Europe. 

Under normal conditions and with present mileage, about 
2,000,000 employees would be needed for our railways, with a 
payroll of approximately $1,500,000,000 per annum. I doubt seri- 
ously the wisdom of placing that additional number of men 
upon the civil list of the government. I submit that so far the 
government has not demonstrated its ability to carry on large 
industrial undertakings better than can be done by private enter- 
prise, and until we have tangible evidence of such superior 
managerial capacity on the part of the government, I think it 
would be a most unfortunate mistake to make the change. I 
do not believe government ownership of railroads in the United 
States is impending. I do not believe any considerable portion 
of the people desire it, and I do not expect to see it come unless 
the present plan should break down because of the unwilling- 
ness of investors to put more money in railroad investments. 

However, if the principles enunciated in the "Five Per Cent 
Rate Case" be made the actual basis of our future national 
policy of railway regulation, and if the powers of the commis- 
sion be so broadened as to enable it to protect the railways as 
well as the public, I believe railroad investments will in time 
become so well established that the necessary new capital can be 
obtained from private investors at rates, upon the average, not 
more than one and a half or 2 per cent above the amount which 
the government would be required to pay. The average rate 
(interest and dividend) paid in 1913 was 4.3 per cent. As 
against that, if the people in this country were required to pay 
the higher freight rates which are charged today by the govern- 
ment-owned railroads of Europe, the increase in freight charges 
would be more than three times the amount which would be 
saved by the lower interest rates I have suggested. An in- 
crease of only one mill per ton mile above our present average 
freight rate would mean a difference of more than $300,000,000 
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per annum, a larger amount, I believe, than the government 
could possibly save by lower interest rates due to its superior 
credit. 

The general claim is also made that, for the reasons already 
mentioned and others, the government could operate the roads 
better and more cheaply than the present owners and managers, 
and consequently give still lower freight and passenger rates. 
Undoubtedly the government could, if it desired, give lower 
freight and passenger rates because if the total charges collected 
under government ownership fell short of the amount necessary 
to pay operating expenses and interest on money invested in 
the plant, the government could, by the exercise of its power 
to tax, raise in that way sufficient funds to meet the deficit. 
We have the example of a similar case in our neighboring 
country on the north. For the last two years, 1913 and 1914, 
the Intercolonial Railway of Canada, which is owned by the 
Canadian government, has failed to earn its operating expenses, 
and of course has contributed nothing towards the interest upon 
the $97,000,000 which that system has cost. 

Our post office has been managed in a similar way ; that is to 
say, if there is a deficit, it is taken care of from the general 
fund raised by taxation. 

It should be kept clearly in mind that it is the "economic 
cost" of transportation which the public is most deeply inter- 
ested in, rather than the specific rates which may be charged. 
It is of primary importance that the total economic cost of 
transportation shall be made as low as is compatible with good 
service, for while the total cost may be paid wholly in the form 
of passenger and freight rates, or partly in the form of rates 
and partly in the form of taxes, in the long run it must all be 
paid in some form, and in whatever form it is paid, it is a 
burden on the people, the industry and the commerce of the 
country which they cannot escape. Rates, of course, may be 
made as low under government ownership as the people through 
their government may decide, but the total economic cost of 
transportation, all of which the public must pay in one form or 
another, depends upon the manner in which the rail>yays are 
managed, and not upon the question of ownership. 

Now that it has come to be generally recognized that there 
is a very distinct and intimate relationship between the total 
economic cost of transportation and the rates which must be 
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paid, the public should be furnished all of the information that 
is necessary to enable it to judge whether the railroads are 
being prudently and wisely managed Full publicity concerning 
all matters of policy and management, including the raising 
and expenditure of new capital, will go far to insure honesty 
and to prevent discrimination, and no stronger motive for effi- 
ciency can be found than natural desire for larger profits 
which, of course, will obtain, and properly so, with private 
ownership, but will be entirely lacking under government owner- 
ship. 

Those who manage the railroads should realize, as I believe 
they do, that they occupy a dual position — that of semi-public 
officer and also that of trustee for the owners of the property 
of which they are in charge, and that in the end they will best 
fulfill the function of trustee by giving adequate and satisfac- 
tory service to the public. 



THE COUNTRY'S NEED OF GREATER RAILWAY 
FACILITIES AND TERMINALS* 

The railroads of the United States are entitled to both 
confidence and relief because they have not abused their trust 
in the matter of capitalization. While, to make possible the 
raising of money, stock-bonuses undoubtedly were given in their 
earlier history, it is true of them as a whole today that they 
have by far the smallest capitalization per mile in the world; 
and that they have kept their capitalization low by using for 
betterment millions of earnings which anywhere in Europe 
would have been handed over to stockholders, leaving the cost 
of improvements to be charged to capital account. This is one 
of the best-established facts in railroad history, though few 
people yet realize how great is the difference in our favor. 

The statistics of railway capitalization, as given by the Inter- 
state Commerce Commission, are, unfortunately, not always 
computed according to the same rules. This weakens or destroys 
their value for a comparison. A change of statisticians may 
involve a change of method. However conscientious the motive, 
the result alters relations which should be constant. Thus 

^ By James J. Hill. Address at the annual dinner of the Railway Busi- 
ness Association, December 19, 19x2. 
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the ofEcial railway capitalization in 1909 was $59,259. In 1910 
it is returned at $62,657. But the increase is chargeable mostly 
to changes in the assignment of capital stock to one account 
instead of another; and one such change alone operates to 
increase the average capitalization $700 per mile for the entire 
United States. "Manifestly/' says the statistician of the com- 
mission in his report, "a figure so constructed should not be 
subjected to the burden of sustaining any very weighty con- 
clusions." The Bureau of Railway News and Statistics esti- 
mates the capitalization of 191 1 at $59,345 per mile; probably 
$60,000, in round numbers, represents about the average actual 
capitalization today. This figure is to be compared with the 
capitalization per mile in other countries, as shown in the 
following table: 

United Kingdom .... $275,040 Germany $109,788 

England alone 314,000 France X39»^37 

The increase of capitalization per mile of railroad in England 
and Wales for the nineteen years between 1890 and 1909 was 
from $255,073 to $328,761, or $73,688; against a total capitaliza- 
tion for all the roads in the United States in 1909 of $59,259. 
It exceeded our total capitalization by $14429 per mile. The 
average annual increase for the nineteen years has been $3,873 
per mile, exceeding the entire annual net earnings per mile of 
railways in this country during the corresponding period. Our 
capitalization per mile is from one-half to one-fifth that of 
European countries; partly because the initial cost of construc- 
tion was greater there, but largely because of a fixed difference 
in policy. The American railway makes improvements so far 
as possible out of earnings or surplus, leaving capital account 
to carry only new construction. The European road distrib- 
utes earnings among its stockholders, and issues new capital to 
provide necessary betterments. The difference accounts for 
the sharp contrasts of the figures presented above. 

The American policy is in the public interest, because it 
tends to keep fixed charges down. A management can take 
its own time about replacing a surplus used for improvements. 
When the money has been procured by issuing new bonds, the 
interest on these is a mandatory charge and must be added to 
the total to be raised annually from rates. So far as the public 
is concerned, the American policy is far better. And it should 
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be remembered that it became the American policy by choice, 
not of legal compulsion, at a time when managements had a 
liberty of action denied to them now. It would be an ironic 
turn of affairs if this policy, deliberately followed of their own 
option by railroad managements through the whole history of 
American railroading, at the expense of the stockholders and 
because it favors the rate-paying public, should be reversed, and 
the burden transferred to the people's shoulders as a conse- 
quence of regulations prescribed by the people themselves. At 
present it seems not improbable that this will come true to some 
extent. A capitalization of $60,000 per mile will not transact 
the business of the country. On all trunk lines and wherever 
population becomes dense and traffic heavy, capitalization will 
have to be made larger for new facilities and double tracking. 
The heavy amounts required to provide terminals must also be 
charged to capital account. With wages and material as high 
as they are now, billions will be required. If additional money 
must be borrowed for the less permanent improvement of which 
I shall speak presently, the country will eventually have to carry 
a capitalization more nearly approaching that of Europe; and, 
as a necessary corollary, rates will rise to a corresponding level. 
The railways are entitled to confidence and relief because 
they have displayed efficiency in the conduct of their business. 
This is just as marked as their relatively low capitalization. 
The figures already given show an increase of traffic in a year 
about five times as great as the increase of equipment apd 
eleven times the increase of mileage. Yet the machine has 
been hauling its load, because efficiency has been developed. 
Heavier rails, larger engines, cars of greater capacity, increased 
train movement and the full utilization of equipment have kept 
business moving. The density of traffic in England, France and 
Germany should be as much greater than in the United States 
as the density in the Middle exceeds that in the far Western 
states. Yet here are the facts; 

Ton Miles Per 
MUe of Road 

France 49^*939 

United Kingdom 529,622 

Germany 827,400 

United States (1910) 1,071,086 

It is clear that our railroads have been capably managed, 
and that the resources and powers entrusted to them are being 
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used to the highest business advantage. How the money they 
spend is being employed is shown by the fact that our railroads 
move 2^2 ton miles of freight per dollar of net revenue, 
where the United Kingdom shows only 58, Germany 172 and 
France 88. For honest and efficient conduct our railways have 
no equals in the world. By this supreme test they declare their 
fitness for the gigantic work that still remains to be undertaken. 
Not only, as I have shown, have they not charged to capital 
the cost of improvements covered by stock and bond issues in 
other countries, but they have shared their gains liberally* with 
the people through rate reductions. It has become common to 
think of the progressive lowering of rates, while all other 
charges are rising, as the work of legislative compulsion. On 
the contrary, many of the most important reductions made in 
the past were voluntary. These are the lowering of charges 
on the great staple products of the soil. This has made settle- 
ment possible. It has made it possible for the farmer to realize 
the benefit of high prices for his crops. It has doubled produc- 
tion again and again. It has made possible the movement of 
lumber from the Pacific Coast to the Middle West and even the 
Eastern markets. It has become a definite policy. And it has 
left in the pockets of the people an enormous amount of money 
that would have gone to the carriers or at least been shared by 
them if they had fought against cheap transportation for the 
farm instead of fostering it. If the freight and passenger rates 
in force on the Great Northern system in 1881 had remained 
unchanged until 1910, there would have been collected from the 
public $1,267,411,954 additional. This amounts to more than eight 
times the average par value of its outstanding stock and bonds 
in the hands of the public during the same period. That is to 
say, if there had been no rate reductions on that system during 
the past thirty years, it could have paid off its entire capital- 
ization every three and three-quarters years. If railroad rates 
in the United States had increased as much in proportion as 
the prices of commodities and the wages of labor between 1894 
and 1909, the country's bill for transportation for those fifteen 
years would have been over seven billion dollars more than 
it was. 
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GOVERNMENT RATE-MAKING IS UNNECES- 
SARY AND WOULD BE VERY DANGEROUS* 

The substantive provisions of the Interstate Commerce Act 
are that (i) rates shall be reasonable and (2} there shall be no 
unjust discrimination or undue or unreasonable preference be- 
tween individuals, localities or classes of traffic. No change in 
these rules is now suggested. Those supporting this agitation 
should, therefore, show that the present act is inadequate to en- 
force them. But this is not the case in any respect 

I. The existing rates are reasonable. This is shown by the 

course of freight earnings throughout the country for the past 

thirty-three years, including 1903, the last year which has yet 

been officially ascertained. It should be borne in mind that these 

figures include local as well as interstate business, and that if the 

two were separated the interstate rates would be considerably 

less. 

Year Centi Year Centa Year Centa 

1870 1.990 189J 898 1898 753 

x88j 1.240 1893 879 1899 7»4 

1887 Z.030 1894 860 1900 729 



Centa 


Year 


.898 


1898 


.879 


1899 


.860 


1900 


.839 


190Z 


.806 


X90J 


.798 


1903 



z888 i.ooi 1895 839 190Z ........ .750 

1889 92a 1896 806 X90J 757 

1890 941 1897 798 Z903 763 

189Z 895 

As to the facts, these remarks of the Commission are pertinent : 

Where changes of any importance have taken place in the freight 
ratea of any section, either for local or competitiye traffic, in nearly all 
cases lower rates are now charged than prior to the date of the act to 
regulate commerce. . . . Only from an extended inquiry would it be pos- 
sible to accurately estimate die total reduction affected since the passage of 
the act to regulate commerce, but that it has been yery considerable is well 
known. . . . Comparing the amounts which they would haye received on 
the volume of traffic carried from 1889 to 1893, if the average receipts per 
mile for 1888 had been maintained during the subsequent five years, it 
appears diat the public would in such case have paid for freight and pas- 
senger transportation by railroad from 1889 to 1893, inclusive, $525,459,587 
more than was actually paid for such transportation during that period.' 

The foregoing figures show that the downward course of 
rates has continued since these remarks were made. 

^ By David Willcox. North American Review. 180:410-29. March, 1905. 
'Annual report for 1894, pp. 50, 51. 
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The slight rise in earnings per mile since 1899, upon which 
so much comment has been made, was due principally, not to an 
increase in rates, but to an 'increase in high-class freight from 
23.19 to 24.58 per cent of the total traffic. In any case it was not 
unreasonable. The average rate in 1897 was .798; in 1899, by 
reason of unfavorable commercial conditions, but especially of 
excessively low rates on bituminous coal, the average rate de- 
clined to .724 ; in 1903, it rose to .763 — not as high as it had been 
six years previously, and an increase of thirty-nine thousands of 
a cent, or about five per cent. This fluctuation clearly came 
within the expression of the commission that "when reductions 
have been made on account of commercial depression, it is diffi- 
cult to see why corresponding advances may not properly be 
made with the return of business prosperity." (Annual Report 
for 1903, p. 48.) 

But, aside from this, there has been no such rise in rail- 
way rates as has occurred regardmg prices of commodities 
generally. It has already been shown that in 1904, notwith- 
standing this slight advance in the mileage earnings, the per- 
centage of operating expenses to earnings was 2.57 per cent 
greater than it was in 1899. The recently published Bulletin of 
the Department of Labor (No. 51) with reference to the general 
course of prices shows, too, that, taking 100 as the average for 
the period from 1890 to 1899, the price of all commodities in 1902 
stood at 1 12.9 or 12.9 per cent above the average of the preceding 
decade. Applying the same treatment to railway rates, they 
stood in 1902 at 90.2 or 9.8 per cent below the average of the 
preceding decade. This proves that railway rates had greatly 
declined while prices in general had greatly advanced. The 
general result of conditions in this country is that the rates are 
about one-third of the average in England and France and 
about one-half of the average in Germany. 

Very few substantial controversies have ever arisen regard- 
ing the reasonableness of rates, and the commission has fre- 
quently stated, in substance, that there is no ground therefor. 
In its annual report for 1893, the commission stated: 

To-day extortionate charges are seldom the subject of complaint (p. 12). 
We are not troubled with the question (under consideration in England) 
that rates ... are too high (p. 17). It is significant that . . . there has 
been, under the operation of the interstate commerce law, a steady decrease 
of complaints based on charges unreasonable in themselves. The conces- 
sion is quite general among shippers that, with some exceptions, rates, as a 
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whole, mre low enough, and they often expreu surprise that the service can 
be rendered at prices charged (pp. 218, 219). Traffic for yery many com- 
peting localities is being carried at rates which do not jitld a due propor- 
tion of the necessary net revenue which carriers must have (p. 221). | 
Rates to competing and distributing centers are not for the most part j 
unreasonably high; they are frequently quite low (Annual Report for 1897, 
p. 14). Many rates in this country are undoubtedly too low (p. 2). These 
facts are of general application, because nearly every city in the country 
of any considerable size is both a commercial and a railroad center; there- 
fore a competitive point in both respects (Annual Report for 1893, p. 39). 
It is true, as often asserted, that comparatively few of our railway rates 
are unreasonable in and of themselves — that is without any reference to 
other charges made by the same carrier or to those of other carriers, but 
they may operate to create a preference between localities. The cases are 
exceedingly rare in which unreasonableness has been found merely from 
the amount of the rate itself as laid upon the particular traffic and the 
distance it was carried (Annual Report for 1898, p. 27). 

Accordingly, cases in which rates have been shown to be 
unreasonable, in themselves are practically unknown. From 
1887, until the present time, the commission has found twenty- 
six cases of rates unreasonable in themselves, or about one and 
one-half annually. Further than this, not one of these decisions 
was sustained by the courts, and there has not been a single case 
of rates unreasonable in themselves established in the courts since 
the Interstate Commerce Act was passed. The record, therefore, 
proves clearly that the remedies provided by the act have shown 
no insufficiency. 

The claim is, therefore, not that any injustice has been done 
in respect to reasonableness of rates — there is no one asserting 
that he has been damaged and the Commission does not assert 
the existence of any such injustice. It has full authority under 
the present statute to compel the carriers to cease charging the 
present rates if they are unreasonable, but it has never taken 
effective action in the matter; so far as it has gone the Com- 
mission has in general sustained recent advances (9 I. C. R. 382). 
The claim is merely and baldly that rates generally should be 
fixed by the government (Annual Report 1898, pp. 20. 24 ; Annual 
Report for 1900, p. 21). 

As no injustice is shown arising from the present method, 
such expressions of opinion cannot be deemed to warrant the 
government in wresting from its owners control of the railway 
property of the country. 

2. The existing remedies are ample to enforce the prohibi- 
tion of discriminations or preferences between individuals, locali- 
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ties or classes of traffic. As already pointed out, the matter of 
discrimination or preference between individuals has been fully 
covered by the original act, as supplemented by the Elkins law. 
The only matter remaining is that of alleged undue discrimina- 
tions or unjust or unreasonable preferences between localities or 
kinds of traffic. 

In the words of the Supreme Court: 

It is not all discriminations or preferences that fall within the inhibi- 
tion of the statute; only such as are unjust and unreasonable (145 U. S., 
284). Commerce, in its largest sense, must be deemed to be one of the 
most important subjects of legislation, and an intention to promote and 
facilitate it, and not to hamper or destroy it, is naturally to be attributed 
to Congress; the very terms of the statute that charges must be reasonable, 
that discrimination must not be unjust, and that preference or advantage 
to any particular person, firm, or corporation, or locality must not be undue 
or unreasonable, necessarily imply that strict uniformity is not to be en- 
forced; but that all circumstances and conditions which reasonable men 
would regard as affecting the welfare of the carrying companies, and of 
the producers, shippers and consumers, should be considered by a tribunal 
appointed to carry into effect and enforce the provisions of the act (i6j 
U. S., 218). The mere circumstance that there is, in a given case, a 
preference or an advantage, does not of itself show that such preference 
or advantage is undue or unreasonable within the meaning of the act (16 J 
U. S., 220). 

Claims that preferences exist and that they are unjust ox 
unreasonable arise from th6 natural desire to secure equal ad- 
vantages with others. "The rate is of very little consequence 
to the merchant, provided it is the same to his competitors as 
to himself" (Annual Report for 1897, p. 18.) The efforts of 
traffic officials to meet the views of shippers and consumers in 
these regards have had more to do than any other cause with the 
reduction of rates and their proper adjustment as between dif- 
ferent localities. 

In view of their opportunities, and the temptations to which their 
traffic officers are exposed, it is perhaps not too much to say that the 
obligations of neutrality in this regard are usually observed, and that dis- 
criminations of this character are not often the subject of complaint (An- 
nual Report for 1895, p. 17). It is worth observing that some, at least, 
of the most important controversies involving the rates and methods of 
railway carriers, are rather between competing communities or producing 
regions than between rival lines of railway. Railway development has 
extended far beyond the point at which any of the greater systems finds its 
interests so identified with a single community as to feel wholly indifferent 
to the demands and needs of all competing communities. Indeed, there 
may be entire sincerity in the contention, on the part of the officers of a 

10 
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grest tystem, thst any ftdjuttment which satisfies the riTsl commiuiities 
which it senres cannot be seriously objectionable from its own point of 
riew. In such degree as this contention may be sincerely advanced, the 
carrier becomes a relatively unimportant factor in the struggles of rival 
localities" (Annual Report for 1904, pp. s8, 39). 

This demand for absolute equality among localities can never 
be entirely satisfied. If under any conceivable form of statute 
the Commission could accomplish this, it would still be very 
questionable whether that result would be altogether desirable, 
as it would tend to destroy the active spirit of enterprise which 
is necessary to commercial progress. 

It is idle to look forward to an adjustment of rates which, as applied 
to localities and differently circumstanced persons, will bear no heavier 
upon one than upon another. Such mathematical quality is manifestly 
unattainable through human endeavor. Not even common control of all 
railways through consolidated ownership or government purchase could ac- 
complish such a task of equalization for thousands of places and millions 
of people. Certainly, the much-vaunted theory of uniform charges for all 
traffic would, under the greatly diversified conditions which now prevail 
throughout the country, have the opposite effect, and inflict greater dis- 
criminations than arise under the existing general practice of fixing charges 
which attract traffic to the various lines. Uniform rate per mile on aU 
traffic for any distance would arbitrarily limit commerce to sections and 
greatly restrict production (Annual Report for 1893, p. 218). Trade is no 
longer limited to circumscribed areas; distance hardly ever bars the making 
of commercial bargains between widely separated parties, and almost every 
article of commerce finds the competing product of another region in any 
place of sale. The consequence is that the products of the farm, the 
forest, the mill and the mine are continually demanding from carriers 
rates adjusted to values in particular markets. It is this competition of 
product with like product, of market with market, that has induced car- 
riers, in their eagerness to increase the volume of their traffic, to continu- 
ally reduce their rates to market points. Such competition is the competi- 
tion of commerce itself; the strife between competing industries which the 
public interest demands should be left free from fettering laws and un- 
controlled by restraining combinations. (Id., p. 2x9). 

In states where railroad commissions have power over future 
rates, questions of alleged discriminations between localities and 
classes of traffic are as frequent and acute as ever. Like all 
commercial questions, these matters are best settled between the 
parties. The foregoing expressions show that the carriers, in 
general, use their best efforts in the premises. And the record 
proves that the present remedies have not been insufficient . It 
will shortly be shown in detail that since the Interstate Com- 
merce Act was passed, contested cases of all sorts have been 
comparatively few in number, and that, with two exceptions, the 
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Commission has been reversed in all of its decisions as to dis- 
criminations or preferences of any sort which have been passed 
upon by the courts. 

The facts, therefore, show no necessity for seizure by the 
government of control over railroad property in order to prevent 
undue discrimination or unjust or unreasonable preference. 

Moreover, governmental rate-making would establish rigid 
methods of transacting business which would tend to arrest com- 
mercial progress. The most effective cause of reduction of rates 
is the effort of traffic officials to enable their respective shippers 
to extend their business and constantly reach further markets 
and consumers. 

The location of new business enterprises is frequently settled since th« 
passage of the act to regulate commerce, as well as before, not so much 
by the wishes of those who control them and the advantages for economical 
production or trade afforded at particular places, as 'by the favorable 
transportation rates which railway managers can be induced to put in 
force (Annual Report for 1894, p. 57). 

This process of development can be continued only through 
gradual reductions of rates, and in its continuance shipper, 
carrier and consumer are alike interested. But this process of 
development will be arrested if the rates are finally subjected to 
the veto of a body having no substantial interest in the success 
of the transportation business or of the industries upon the 
several lines. 

Every rate once fixed would be incapable of change without 
a proceeding before the Commission as dilatory as a lawsuit; 
and, as the Commission proceeded, the scope of this rigid con- 
dition of rates would constantly extend. Every practical man 
must realize that business is carried on successfully by negotia- 
tion and agreement of the parties, rather than by the judgment 
of any tribunal. "Business by lawsuit" would be a lamentable 
failure. There is no successful branch of business in which the 
general future relations of those engaged therein are regulated 
by third parties, whether an administrative commission or a court 
of justice. 

If, indeed, a condition of absolute equality among different 
localities could be established at a particular moment of time, 
it would be temporary only. Industry in this country is in- 
tensely progressive, and the perfect equality of one day would 
probably be the grossest inequality of another. The absence of 
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elasticity in a system of government rate-making is one of its 
most serious faults; thus the rate-making state commissions 
have had to fall back on distance tariffs, on account of their 
inability to make those delicate adjustments which are constantly 
made by railway traffic officers. Such rigidity is a bar to indus- 
trial progress, and probably accounts, in large measure, for the 
fact that in the states which have rate-making commissions, the 
rates are higher under similar circumstances and conditions, than 
in other states which have left the contract of transportation 
to unrestricted negotiation between the parties. 

The remedy lies in the vigorous enforcemnt of existing 
statutes, which prohibit rebates and discriminations; and resort 
by the Commission directly to the courts without dilatory pre- 
liminaries, so as to secure expeditious action by the only branch 
of the government which is qualified to administer justice and 
determine the rights of property. This will prevent unjust dis- 
criminations and undue or unreasonable preferences. So far as 
concerns reasonableness of the rates, it is obvious that the present 
method under which the Commission has power to pass upon 
existing rates has been effectual. But governmental future rate- 
making would play havoc generally, and "business by lawsuit" 
would be intolerable. 



IMPORTANT RAILROAD QUESTIONS TO BE 

CONSIDEREiy 

A definite statement of proposals for railroad legislation, in 
accordance with the principles adopted by The Merchants Asso- 
ciation, and printed in "Greater New York," was approved by 
the Executive Committee of The Merchants' Association at its 
meeting last Wednesday. At the same time preambles and reso- 
lutions in opposition to government ownership of public utilities 
were approved. 

The proposals which are to be presented before the Newlands 
Committee next Monday, are formulated as follows: 

"Whereas, It is vital to the welfare of the whole country that 
the entire system of railroads of the nation be maintained upon 

^ Statement of proposals to Newlands Investiffatinff Committee by the 
Merchants' Association of New York. Greater New York. 5: x-4. Novem- 
ber zo, 19x6. 
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a level of the highest efficiency, to which end regulation by public 
authority is necessary; and 

"Whereas, The railroads of the country are now subject to 
regulation by the federal government and each of the forty-eight 
states, which multiple control by independent authorities results 
in a large body of unrelated, unco-ordinated and often conflicting 
legislation; in the enactment by some states of regulatory laws 
which interfere with the rights or laws of other states; in re- 
quirements as to equipment, methods and conditions of operation, 
differing in the several states, with which compliance is difHcult 
and sometimes impossible; in the fixing by different states of 
different rates of charge for a similar or identical service; in 
great increase in the cost of operation, and in making difficult the 
conduct of a railroad operating in two or more states, and 

"Whereas, Nineteen states now prescribe the conditions under 
which securities may be issued by railroads operating within their 
borders, nearly every railroad thereby being subject, in the mat- 
ter of issuance of securities, to the requirements of two or more 
states, each having power to refuse its assent and thereby to pre- 
vent the issuance of such securities, and to require the expendi- 
ture of the proceeds of such securities within the borders of a 
particular state, irrespective of the place where the expenditure 
is properly required; and 

"Whereas, The effect of this multiple regulation has greatly 
and wastefully increased the outlays of the railroads without in- 
creasing their earning power, and curtailed their revenues by 
direct reduction of rates; and 

"Whereas, By reason of these causes, among others, the credit 
of the railroads has been gravely impaired within recent years 
through the insufficiency of earnings and the unwillingness of 
investors to permit their capital to be subject to hostile attacks 
by numerous legislative bodies, so that there exists a condition 
under which new issues of railroad stocks offer little attraction to 
permanent investors, the sole source of additional financial sup- 
port available to railroads being the issuance of bonds secured 
by mortgages upon the property, which resource is rapidly be- 
coming unavailable by reason of the existence of prior liens; 
now, therefore, be it 

"Resolved, By The Merchants' Association of New York that 
the welfare of the nation requires that the railroads of the 
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country be maintained on the highest practicable plane of effi- 
ciency; that multiple control by diverse state authorities as well 
as by federal authority, has become undesirable and harmful; 
that while the public interest requires that all the railroads of the 
country shall be effectively regulated in the public interest, such 
regulation can best be affected by the sole authority of the fed- 
eral government, thereby insuring consistency and uniformity of 
regulation, and consideration of the economic necessity of so pro- 
tecting the revenues of the railroads as to enable them to attain 
the efficiency demanded in the public service; 

"Resolved, That if Congress already possesses the necessary 
constitutional power to effect such sole regulation by federal 
authority, it is urged that Congress fully assert and exercise that 
power forthwith; or, if the present powers of Congress are 
insufficient for that purpose, that the necessary powers should be 
provided by amendment of the Constitution; 

"Resolved, That such regulation should include sole control 
by the federal government of the conditions under which rail- 
road securities may be issued, and that as a means to that end, 
federal incorporation of railroads be provided for; 

"Resolved, That the Interstate Commerce Commission should 
be so enlarged and its procedure so arranged as to enable it 
effectively and promptly to dispatch the business imposed upon 
it." 

Against Public Ownership 

The preambles and resolutions relating to public ownership 
are as follows: 

"Whereas, The Newlands Commission, created by Senate 
Joint Resolution No. 60, is about to investigate, among other 
things, 'the comparative worth and efficiency of governmental 
regulation and control (of public utilities) as compared with 
governmental ownership and operation' and 

"Whereas, The fundamental principles of our form of gov- 
ernment require: That the members of legislative bodies and all 
principal executive officials be periodically subject to change; 
that the number of members of legislative bodies be large and 
that representation be sectional; that the legislative bodies by 
means of laws passed by them, shall direct and control in minute 
detail the acts of executive officials ; that the discretionary power 
of such officials be restricted to the narrowest possible limits; 
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that no outlays of public monies be made except as expressly 
authorized by law; and 

"Whereas, By reason of these conditions, inseparable from 
our form of government, governmental operation of economic 
undertakings, whether federal, state or municipal, is character- 
ized by extreme delay and inertia, vacillation, hesitancy and in- 
consistency in matters of policy; wasteful outlays in response to 
sectional demands; insufficient provision of funds, when needed, 
for necessary purposes; absence of close and harmonious co- 
operation between the legislative directorate and the executive 
officials; insecurity of tenure in the higher places and lack of 
self-interest as an incentive; frequent change of higher officials 
and the injection into office of new and untried men; unsuitable 
methods of selecting executive officials whereby such officials are 
often not properly qualified by expert knowledge, previous train- 
ing, experience or proved capacity ; hampering conditions imposed 
by law upon executives whereby they are deprived of necessary 
control of operation and of their subordinates; and 

"Whereas, From these conditions naturally result imperfect 
co-ordination, lack of qualified management, bad operating meth- 
ods, and general waste and inefficiency ; both the methods and the 
results being diametrically opposite to those which prevail in 
properly managed business undertakings, which latter are gov- 
erned solely by economic considerations and require for their 
success close and friendly relations between the directorate and 
the officials; the prompt provision of funds as required by the 
economic needs of the business; high capacity, long experience, 
and special training on the part of the executive officials ; assured 
tenure during efficiency, self-interest, and the possession by such 
officials of a very large degree of discretion as to outlays and 
operating details; now, therefore, be it 

"Resolved, By The Merchants' Association of New York that 
governmental methods in the conduct of business affairs are in- 
herently defective by reason of the fundamental restrictions im- 
posed by our form of government; and that governmental 
methods are often inefficient and wasteful and therefore unsuited 
to the conduct of business undertakings ; and be it further 

"Resolved, That The Merchants' Association of New York 
is opposed to government ownership and operation of railroads, 
telephones, telegraphs, and other public utilities, believing that 
such utilities are far more effectively operated under private 
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ownership, subject to public regulation, than would be possible 
under governmental ownership and operation ; and that it would 
be a national calamity to subject these instruments, indispensable 
to the welfare of the whole country, to the hampering, inefficient 
and wasteful methods inseparable from governmental under- 
takings." 



OBJECTIONS TO GOVERNMENT OWNERSHIP 

OF RAILROADS* 

Returning to my first objection to government ownership of 
railroads, I assert that it would be absolutely destructive of 
popular and representative government. The ownership of rail- 
roads would be quickly followed by ownership of telegraph and 
telephone lines, express companies, water transportation compan- 
ies and electric railways doing an interstate business. I am 
opposed to government ownership of any of these public service 
corporations. 

I present herewith a table I have prepared giving the number 
of employees, for the years specified of the United States gov- 
ernment and of the different public service corporations, showing 
a total of 3,054,988 employees. 

19 14 — Number of GoTernment civil employees 469,000 

19 12 — Telephone and telegraph employees 220,656 

1913 — Railway employees 1,815,239 

19x2 — ^Electric and street railway employees 282,461 

1906 — ^Water transportation 188,348 

1907 — Express employees 79*284 

Total 3*054*988 

Reflect over these figures. Remember that in the last ten 
presidential elections the President has been chosen by a plural- 
ity varying from a little over 7,000 to about two and a half mil- 
lions. Can any person familiar with the politics of this country 
doubt the correctness of the assertion that, under government 
ownership of these public service corporations, with the resultant 
addition of over two and a half million employees to the gov- 
ernment pay roll, those employees and their friends would in- 

^ From an address by Hon. Jonathan Bourne, Jr., former United States 
Senator, before the National Civic Federation, November 4, 19 14. In 
Railway Library and Statistics, 19x4. 
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evitably control the government under our political machinery. 
The tendency would be more pay and less service in governmen- 
tal employment, resulting in ceaseless efforts on the part of out- 
side labor to secure government emplo3mient because less onerous 
and more remunerative, with cumulative dissatisfaction and irri- 
tation in all private enterprise. 

In the past, presidents have been able to dictate the nomina- 
tion of their would-be successors, either themselves or others, 
because of subservience to the executive of the great number of 
federal office holders. While it is true that universal adoption of 
presidential primaries would minimize the possibility of repeti- 
tion of this misuse of power in the future, yet, even under a 
primary system, the existence of over three million employees, 
subject to removal, promotion, transfer or demotion by executive 
order, would give a political power that should not be delegated 
to any single individual if the government is to last. 

Would Throw Railroads Into Politics 

Advocates of government ownership urge that the taking 
over of the railroads by government would eliminate them from 
politics. In my opinion it would have the opposite effect, throw- 
ing them into politics. 

The assertion that the railroads are now a positive factor in 
politics is untrue. Undoubtedly there was a time when railroads 
and other large corporations exerted a very large and very effec- 
tive influence upon state and national politics, but that time has 
passed. The direct primary has overthrown the power of the cor- 
porations had under the old convention system, and the people 
have the power today not only to select between candidates, but 
to choose the candidates as well. 

Government ownership would be followed by organization of 
government employees for the promotion of their own interests. 
These employees would immediately become an organized factor 
in every campaign. The influence would be exerted, not primar- 
ily for the promotion of the best interests of the country, but for 
the promotion of their own interests. Their influence would be 
thrown with the party or candidate that promised most for the 
fulfillment of their desires. 

So long as the party in power kept on good terms with the 
three million government employees, it would have their sup- 
port, and the support and co-operation of their relatives. While 
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it would be absurd to argue that any such body of men would act 
as a unit at all elections, it is altogether probable that a suffi- 
cient number of them would so act as to make them a formidable 
political organization. 

An administration backed by an active organization spread 
throughout the length and breadth of the country would thereby 
have a tremendous and practically overwhelming advantage over 
the party seeking to supplant it. 

The establishment of classified civil service rules and regula- 
tions would not remove the menace to tfuly representative gov- 
ernment. Even though appointments be made in part in accor- 
dance with competitive tests, the fact that chief officers of the 
party in power have control over promotions, demotions, trans- 
fers and removals, would make the individual governmental 
employee subservient in politics, except where practically the 
whole body of employees acted in accordance with prearranged 
plans for the benefit of the employees themselves. 

Regulation Necessary Under Government Ownership 

Proceeding now to a consideration of my second objection: 

It is strange that the advocates of government ownership, who 
assert the failure of goverment regulation, overlook the fact that 
government regulation is just as essential under government 
ownership as it is today. If the Interstate Commerce Commis- 
sion must be charged with the duty of regulating rates supervis- 
ing provisions for protection of life, and guarding against fa- 
voritism and discrimination, surely all these duties must be 
performed under government ownership. 

The conflicting interests of competing shipping points would 
exist under government ownership just as they exist today. 

Every section of the country and every industry would be 
before the managing board of the government railway system 
asking for reduced rates on certain commodities, or between cer- 
tain points. 

Every community would be before the board asking for im- 
proved service, improved equipment and extension of lines. 

Where the Interstate Commerce Commission has one problem 
to solve now, it would have ten under government ownership. 

It cannot be expected that discrimination will be eliminated 
under government ownership. Those who anticipate any such 
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form need only recall the serious differences that have arisen 
already in the Federal Reserve Board over the effort of the Sec- 
retary of the Treasury to extend special favors in financial mat- 
ters to one section of the United States. 

Discrimination in Government Service 

Another proof that we would have discrimination — ^unfair 
discrimination — under government ownership, may be found in 
the records of the Post Office Department, where such discrim- 
ination has been practiced. In 1910 Postmaster General Hitch- 
cock ordered the establishment of what is known as the "Blue 
Tag" service, under which certain publications were ordered 
transported on freight trains, while rival publications of very 
similar character and competing for the same trade, were con- 
tinued in the mails. 

Please remember that although these magazines which were 
ordered transported on freight trains paid exactly the same rate 
of postage and were admitted to the mails under exactly the 
same laws as those were continued on fast mail trains, yet they 
received, under the Postmaster General's deliberate order, a far 
less efficient character of service. 

When such a discrimination can be made in the postal ser- 
vice, who can doubt that there would be similar discrimination 
under government ownership and operation of railroads. 

If government regulation is a failure today, we have no good 
reason to believe it would be a success under government owner- 
ship. We cannot hope to secure for the management of a gov- 
ernment owned railroad system men who are more honest or 
more capable or more aggressive in the performance of their 
duty than are the members of the Interstate Commerce Commis- 
sion and the officers of the Department of Justice. 

If they cannot succeed in enforcing the law and in preventing 
discrimination, we cannot expect them to establish and maintain 
equitable service under government ownership. 

If a member of the President's Cabinet will undertake to 
favor one section of the United States in the operation of a 
currency and banking law, some other member of the President's 
Cabinet would attempt to favor some section of the country in 
the management of government railroads under his control. 

Therefore, I assert again that if government regulation is a 
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failure, govemmeiit ownership will be a failure, and if govern- 
ment regulation is a success, the reason for government owner- 
ship is eliminated. 

Government Service More Expensive 

The economic objection to government ownership is the one 
I deem of least, and, in fact, of very slight relative importance. 
I am not one of those who think that government ownership 
would lead to financial disaster, or ruin of the transportation ser- 
vice, or the destruction of internal commerce. I have no doubt 
whatever that the government could acquire the railroads, operate 
them with a fair degree of success, inaugurate some reform and 
save some waste though the elimination of duplication. But I 
am also convinced that while the government, as the owner and 
operator of the railroads, would likely inaugurate improvements 
in some respects, these would be more than offset by deteriora- 
tion in the service in other ways, and that the economies accom- 
plished by elimination of duplication would be more than counter- 
balanced by increased expenses in other respects. 

It seems to me to be absurd to argue, as some gentlemen do, 
that the government could take over the railroads, provide better 
equipment, install the most up-to-date and expensive appliances 
for the protection of employees and passengers, increase the 
wages and reduce the hours of employees, and at the same time 
give service as good as now rendered at a less cost. 

That every practicable precaution should be taken for the 
protection of life, no one will question. This, as I understand 
it, the Interstate Commerce Commission, now has the power to 
require. I have no doubt whatever that it has ordered the in- 
stallation of protective equipment as rapidly as it is deemed 
practicable. 

Undoubtedly there is some waste in the present system of 
management because competing roads maintain more frequent 
train service than is necessary between certain points, through 
an effort on the part of each to secure as large a share as possible 
on the traffic. The elimination of some of the trains would mean 
a somewhat reduced service, a correspondingly reduced cost and 
a consequent saving. I can not agree, however, with those who 
believe that this reduction in service, due to the elimination of 
competition, and reduction of supervisory organization in the 
management due to the consolidation of all the railway systems 



OF RAILROADS i6i 

into one, would effect any economy whatever, when allowance 
is made for the increased number of employees incident to gov- 
ernment ownership. That it costs the government more to per- 
form service than it does a private concern is so generally 
recognized that it requires no demonstration. 

Under present conditions, passenger and freight rates are 
practically uniform on competing lines and the only competition 
is in the matter of service. The effort of the managers is to 
secure a larger portion of the traffic by providing superior facili- 
ties and rendering superior service. With the elimination of 
competition under government ownership, this incentive would 
be entirely removed. At the present time, every employee is 
urged by his superiors and compelled by his own desire to retain 
his position and secure promotion by demonstrated ability, to 
put forth every effort to secure business for his company by 
offering the traveler and the shipper the best service practicable. 
Under government ownership that incentive would be removed. 
The employee would perform his routine service with faithful- 
ness, no doubt, but without putting forth unusual effort. 

One of the argtunents made in behalf of government owner- 
ship is that it would mean increased compensation to railroad 
employees. That this result would be realized, no one will ques- 
tion, nor shall I assert that it ought not be realized. What I 
do contend is that the advocates of government ownership who 
base their arguments upon economic reasons, err in their con- 
tention that the government can both increase compensation of 
employees and reduce the cost of transportation to the shipper. 

The average compensation of the present railway employee 
is about $723 per annum. The lowest salary paid to the railway 
mail clerk, during the first year of his employment, when he is 
performing practically unskilled service, is $900 per year. The 
average compensation of the railway employee is therefore below 
the least compensation of railway mail clerks in the employ of 
the government. 

If the average compensation of railway employees should be 
increased one-third, which is a very conservative estimate of the 
increase that would be experienced under government owner- 
ship, the total addition to the compensation account would be 
$400,000,000 annually— the present pay roll of the railroads 
amounting to over $1,200,000,000 in round numbers. 
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ARGUMENT AGAINST GOVERNMENT RAIL- 
ROADS IN THE UNITED STATES* 

The people of the United States are enjojring unprecedented 
prosperity. The causes of the present rapid development of 
the country are numerous, but probably the highly developed 
railway transportation system has been more influential than 
any other force. In 1870 the railroad mileage of the United 
States was only 53,000; today it is 220,000, an increase of over 
300 per cent in a generation. Although no one questions the 
financial success of private management of railroads, there are 
many persons who believe that the railroads in the United States 
should, in the future, be owned and operated by the government. 
Those who are of this opinion argue that the railroads as now 
managed are a private monopoly, the effects of which are detri- 
mental to the public, and that the only method of escaping the 
results of private monopoly is to substitute therefor the greatest 
government monopoly the world has ever known. 

Such a program is so revolutionary that it can be justified 
only by an absolute demonstration of the failure of the present 
method of private ownership and management of railroads to 
meet equitably and adequately the transportation needs of the 
people of the United States. Furthermore, the advocates of the 
change must be able to prove that government operation can be 
made a success. 

If a radical change is to be made in present railway opera- 
tion, it must certainly be made only for good reasons. Are 
there adequate reasons? If so, one of the reasons would 
naturally be high rates. As far as rates are concerned, the 
consensus of intelligent opinion is that rates are generally lower 
in the United States than in any other country, and that until 
very recently, at least, they have tended steadily to decline. 
The complaint in regard to rates is not that they are too high 
in general, but that they are unduly high in certain localities 
and that they are not uniform to all shippers, i. e., that 
they are to some extent extortionate and to a large extent 
discriminatory. 

How far, it may be asked, will government ownership 

* By William G. Robertson, Annala of the American Academy. 29: 344- 
51. March, 1907. 



OF RAILROADS 163 

simplify the problem of rate-making? It may, of course, be 
assumed that the government will be as much concerned as 
would any private corporation in establishing freight rates that 
will be reasonable and attractive to shippers generally, and at 
the same time remunerative and yield fair profits upon the 
capital invested. To one who has never considered the subject, 
the intricacies of rate-making will prove a painful and vexatious 
surprise. There are so many different and discordant elements 
entering into the conditions that an exact solution is impossible. 
It is not our purpose to explain in detail what the rules of 
rate-making are or should be, but rather to emphasize the 
inherent and accumulated difficulties involved. As observed by 
the Industrial Commission, in its report to Congress, "the 
conditions are highly complex, and no simple and general rules 
can be made to govern in all instances. The very complexity 
of the problem emphasizes the necessity for intelligent direction." 

The problem which a freight agent or traffic manager has 
to meet is so different from that which the public supposes, 
that it is hard to explain it in a few words. The picture that 
seems vividly portrayed upon the minds of most men is that 
of the general freight agent arbitrarily deciding upon whatever 
rate he deems sufficient to pay for the "cost of service" (the 
cost of actually moving a ton of freight a certain distance), 
together with enough to cover the compansr's taxes and the 
interest on the bonded indebtedness (which is generally assumed 
to be needlessly and culpably large), and to pay dividends on 
an artificial and imaginary capitalization. In reality, this sort 
of reasoning is putting the cart before the horse. The rate 
is really dependent upon conditions in the world of trade, the 
character of the commodity to be moved, the extent of com- 
petition from other carriers, either rail or water, and the 
possibilities of the development of a line of business or a section 
of country. 

When the rate has once been made and the revenue earned, 
the next problem is the prosaic one — ^very familiar to every 
housekeeper — of adjusting expenses to income. The name of 
these expenses is legion: The wages of labor and the cost of 
fuel and innumerable supplies are elements in the cost of con- 
ducting transportation. The maintenance of the roadbed and 
stations, and of the terminal facilities in great cities — ^these are 
elements in the maintenance of the physical property of the 
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road. New engines and cars and the repair of old ones make 
up the account called maintenance of equipment. The taxes due 
the state, and the interest on the bonded debt of the company, 
make up the compan/s fixed charges; charges which must be 
met if the corporation is to remain solvent. Then there is still 
the need of setting aside funds against the depreciation of the 
property, the maintenance of a surplus against hard times and 
unlooked for expenses and emergencies; and, lastly, the raising 
of a net revenue for dividends, so that those who own the road 
may receive some return on their investment. All these varied 
expenses enter into the financial side of railroad management 

Very often the salvation of a road is bound up with a 
reduction of its cost of operations rather than in the raising 
of its freight rates — which latter performance is likely enough 
to be a sheer impossibility, and unwise, even if possible. The 
Lehigh Valley and the Southern Pacific roads are recent illus- 
trations of this fact. Both of these companies found it neces- 
sary some years ago practically to reconstruct their properties, 
if they were to remain in the business of transportation and 
earn money. After periods of entire cessation of dividend 
paying, and by means of prodigal expenditures on improve- 
ments, they have once more taken their places in the list of 
properties for investment. Very often these periods of recon- 
struction press with crushing force on the owners of the road, 
the stockholders, of whom we hear so little in most of the 
discussions on railroad reform. Sometimes nothing else than 
a heavy loan will give the company the ready cash to meet 
importunate but just demands of shippers for increased facili- 
ties and speedier transit of freight. Sometimes there must be 
the heroic remedy of a receivership, a scaling down of indebted- 
ness, and a general reorganization. 

It is idle to imagine that officials or clerks in a government 
bureau will be able to handle such questions as we have men- 
tioned better than the trained, experienced and well-paid officers 
of a railroad. Nay, it is difficult to think of their being 
intelligently, speedily and satisfactorily disposed of at all by 
any government department. Whoever has had dealings with 
a great government office knows the truth of these words. 
For reasons that are pretty well understood by the American 
people, the government possesses an unrivaled facility for draw- 
ing to itself a vast proportion of the mediocre, the lazy and 
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the unambitious. While every government office contains a 
certain modicum of faithful and efficient public servants, it is 
usually the irony of fate that they are in a permanent minority, 
are persistently underpaid, and, if they have not lost heart, are 
seeking an early opportunity to retire from public service 
altogether. In short, there is a steady tendency for the com- 
petent to resign and the incompetent to remain, coupled with an 
appalling official inertia that tends to stifle the slightest exhibi- 
tion of individual enterprise or initiative. This fatal tendency 
toward petrified conservatism is one of the worst features 
about the conduct of public business. Nor is there much hope 
of any marked improvement through civil service reform. Ex- 
cellent as that is, it is at best a cumbersome piece of machinery, 
ineffective outside of certain limits. A vast improvement on 
the spoils systems, it has completely failed to raise the average 
government office to anything like the level of effectiveness 
easily secured in any good private business establishment. En- 
thusiastic reformers cheat themselves into the belief that the 
weight of an enlightened public sentiment — ^the traveling and 
shipping public being brought in daily contact with the railroad — 
would compel an improvement in the conditions we have pic- 
tured. Has the weight of public sentiment ever permanently 
cured the lesser diseases of the body politic? Has it brought 
effectiveness, economy and high character into the police, street 
and water departments of our great cities? How often is a 
state capitol built within the appropriation? Have the tax- 
payers of New York ever checked extravagance and corruption 
on the Erie Canal, or taken that formerly useful artery of 
travel out of "politics"? 

Even assuming that the tone of the public service can be made 
equal to that of an ordinary business house, the question still 
remains why government officials will be able to solve trans- 
portation problems better than private individuals. There is 
no magic in wearing the livery of government, and no private 
fund of knowledge is at the disposal of its officials. They 
have no peculiar facilities for reaching correct conclusions. 
The problems will not be a whit simplified by placing the 
carriers in the hands of a government bureau. The difficulties 
that now hang about the subject of freight rates are inherent 
and rest in the very nature of the service to be performed. 
Unless freight rates are to be prescribed on a blind, arbitrary 

u 
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and unreasonable basis, without regard to the real and ever- 
changing conditions of the business world, the same difficulties 
that now puzzle traffic managers, vex merchants, and assail 
railroad commissions and courts, will be present as surely and as 
potently under public service as under private ownership. 

But to the mercantile community the transfer of ownership 
would be a change fraught with unending and incalculable 
mischief. If there is one desideratum for the shipping com- 
munity and the world of trade, it is a system of freight rates 
that shall be flexible and adaptable to the thousand and one 
varying conditions of business. We have lately heard so much 
about "stability of rates" and "maintenance of the published 
tariffs" — necessary and proper as these are — that we have almost 
forgotten that flexibility is as essential as uniformity. It is the 
glory as well as the weakness of our transportation system that 
it is peculiarly American, truly a plant of native growth, and 
that it has, on the whole, adapted itself marvelously well to 
the development and unprecedented expansion of our country. 
This has resulted from a remarkable power of adjustment 
to local needs in a land where growth and change have been 
abnormally rapid. New communities have received transporta- 
tion facilities at times when there has not been enough business 
to pay the bare cost of the salaries of engineers and conductors. 
Industrial plants, not only those of overgrown corporations, 
but new ones in sparsely settled regions, have enjoyed freight 
rates which have enabled them to land their goods in the first 
markets of the world. Witness the action of the Great North- 
ern road, ever since its inception, towards the farmers and 
lumbermen of the northwest. Note the policy of the Southern 
Railway towards the iron works of Alabama and the cotton 
mills of the Carolinas and Georgia. 

If in place of a management of this kind, at once both sym- 
pathetic and self-interested, the merchants had been obliged to 
meet the stolidity of a government bureau, its circuity of oper- 
ation, the desire to pos^one action till "afte/ election," how 
different must have been their experience. Or, if they had been 
forced to deal with Congress, they might have seen the measure 
succeed in one house or before one committee, only to be indef- 
initely delayed in the other house or in the committee of the 
whole, or played off against other interests in far-away sections 
of the country whose representatives demanded some quid pro 
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quo for their support. They would then have realized the 
profound truth contained in the observation of a great modem 
historian, that the people's representatives and lawmakers have 
rarely accorded any great public privileges except under strong 
pressure. 

Under present conditions, the aggrieved merchant may always 
appeal from the railroad company itself to government aid in 
some form. State and federal commissions stand ready to 
adjust rates — sometimes, indeed, with "a strong hand and a 
multitude of people" — and behind the commissioners are the 
courts. Everybody is ready and willing to move against a rail- 
road corporation. But let the government once become the 
supreme monopolistic owner of the mightiest railroad in the 
world, and how feeble and helpless will be the shipper who 
pleads before some government department for relief in freight 
rates, having nothing but the merits of his case to invoke in 
his behalf. 

Thus far I have been insistent only upon the main conten- 
tion that, in the very nature of the case, there is nothing about 
government control or government officials that can promise 
any easy or satisfactory solution of the problems of transpor- 
tation, and much to suggest the very reverse. But there are 
many other weighty considerations against government owner- 
ship and in favor of government supervision. One of these is 
the facility for offering secret rebates which must occur under 
any plan of government-managed railroads. From the earliest 
times, government officers have been peculiarly open to fraud 
and malfeasance, and especially so in large and highly cen- 
tralized governments. Witness Russia and China across the 
water. Glance at our own history. During the years after 
the civil war the government at Washington seemed fairly 
honeycombed with corruption. The Credit Mobilier and the 
whisky frauds flourished, and Congress actually found it neces- 
sary to impeach a cabinet officer for misconduct. The scandals 
in our municipal governments are too well known to need 
specific mention; and in very recent years we have seen the 
discovery of gross frauds in our postoffices, and a shameful 
waste of millions of dollars voted by the people of New York 
for improving the Erie Canal. There is nothing about govern- 
ment management that gives the smallest hope that the secret 
rebate would not be freely used. Indeed, the case with which 
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favors of this kind could be granted or denied would place in 
the hands of the dominant party such a power as is fearful to 
contemplate. And what reformation is so difficult of accom- 
plishment as the cleansing of a great bureau or department? 

There is another excellence which we Americans have thus 
far enjoyed with which we must part forever if the government 
is to run our railroads. This is the possibility of reorganizing 
a bankrupt and unprofitable line by scaling down its debts and 
charges. This process, drastic and severe as it may be upon a 
few individuals, has, nevertheless, proved of inestimable benefit 
to the country at large, and the very salvation of many of 
our now flourishing companies. It has enabled all parties to 
wipe off old scores, turn over a new leaf and start afresh; and 
this reduction of charges has made possible important improve- 
ments. But in Germany, where government ownership has long 
prevailed,^ much embarrassment has been felt from the inability 
of government to carry out such a process of reconstruction. 
The debts of the road once assumed by government remained 
as a permanent incumbrance, and have never been discharged if 
the earnings have been insufficient to pay the interest. This is 
but another illustration of the necessary rigidity and want of 
elasticity of any system of management proceeding by con- 
stitution and statute, it is bound to observe legal rather than 
commercial requirements, and is dependent on the action of 
hundreds of lawmakers gathered from the four comers of the 
land. 

If the government is to run the railroads, the thinking part 
of the community will demand that they be run at a profit, and 
not at a loss, and that the freight shall be lower than — ^not 
merely as low as — at present. If this mighty change is to be 
made, some great, striking and substantial gain must be the 
result, or the plan is not worth the carrying out. 

While the American people have great faith in representative 
government within lines that have been tried, nevertheless they 
have seen the legislative branches of their government, state 
and federal, severely strained of late to transact only such 
necessary and usual business as has fallen to their lot. In the 
si>ace of seventeen years, they have lived through the enactment 
of three tariff acts imposing duties on imports. The passage of 
these measures has afforded them an opportunity of observing 
how Congress deals with a complicated measure affecting many 
rival sections of the country and hundreds of hostile interests. 
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The framing of a tariff bill, vast and vexatious as it is, 
is child's play beside the task of arranging a schedule of freight 
charges for the multitudinous cities and towns of a country 
extending over 3,600,000 square miles, and having commercial 
relations with every nation on the face of the globe. In the 
presence of such a duty, the most learned legislature that ever 
convened might well shudder in abject helplessness. From time 
to time, as certain individual states of our union have created 
state railroad commissions, they have often provided that the 
first duty of the new commission should be the preparation of 
a complete schedule of freight rates for all purely intra-state 
commerce (i. e., commerce originating and terminating within 
the limits of the state). Insignificant as this labor is by the 
side of the making of a schedule of rates for the nation, it is 
nevertheless a herculean task, and one that has proved beyond 
the powers of any set of commissions that was ever got together 
to perform intelligently. 

But the limits of this article forbid a consideration of the 
subject in all its details. I have tried to indicate some of the 
enormous difficulties involved in any system of government 
control and ownership of the machinery of transportation. But 
I have only touched upon them, and some I have not even 
mentioned, as, for example, the immense national debt that 
must be created in the attempt to purchase billions of dollars 
worth of railroad property, the vast issue of bonds thereby 
made necessary, the bitter opposition to even moderate bond 
issues that has been manifested by a great portion of our people, 
the jealousy of organized labor toward so vast and irresponsible 
an employer as the government, the entrance of the railroad 
workingman's vote into politics as the vote of a distinct faction 
of officeholders, the vice of a quadrennial change of manage- 
ment and administration at the national capital, and last, but 
by no means least, the probable change in the temper and tone 
of the federal government toward both the states and the people 
when made the repository of such great authority and power. 

The true line of progress is that which has grown up 
naturally in the past generation, since 1870, and along which 
we have thus far traveled safely, if not brilliantly. It is the 
policy to which President Roosevelt has pledged himself, which 
Congress has embodied in a statute, and which more than thirty 
states of our union have actually tried by means of railroad 
commissions. It is a policy of regulation and supervision to be 
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sharply distinguished from that of ownership, just as we have 
long had a government supervision, both state and federal, over 
banks, without participation on the part of the government in 
the actual business of banking. It has not, of course, secured 
perfect results, nor given universal satisfaction. Very few insti- 
tutions in this world have, not even trial by jury, which is 
probably enshrined as strongly as any purely political institution 
can be in the hearts of the Anglo-Saxon race. In our new rate 
law, we have gone to the very verge of safety in the experiment 
of government regulation; and common prudence demands that 
we give the new machinery a chance to show the kind of work 
it can do before we attempt further alterations. 



SHALL THE GOVERNMENT OWN THE 

RAILROADS ?* 

The actual situation of the railroads, at the moment, seems to 
me so serious that, if this application for an increase of freight 
rates is declined, I fear the demand for the public ownership 
and operation of the steam railroads of the country will be in- 
evitably strengthened. In a spirit of despair, men who know 
better will be apt to say, "That is the only way"; and out of 
despair, I need not remind you, wise counsels seldom come. I 
make no apology, therefore, for pointing out briefly, on this oc- 
casion, some of the difficulties attaching to government owner- 
ship and operation of railroads in a country like ours, with a 
federal government evolved as ours has been, covering half a 
continent. Such information as I can command leads me to 
believe that in Germany, France, Australia, Italy and Austria, 
the earnings of the state-owned railroads in each country barely 
equal, if they do equal, the sums paid in taxation by the railroads 
of the United States. The freight rates prevailing in those coun- 
tries are uniformly higher, I believe, than the freight rates pre- 
vailing in the United States. In some cases they are more than 
double, but it is noticeable that the average passenger rate, dis- 
regarding the division by classes obtaining there, is lower in 
some, and, I think, in all, of those coimtries than here. This is 
largely due, no doubt, to the fact that multitudes there travel 

^ Br Seth Low. Openinff address at the annual meeting^ of the National 
Civic Federation. Publishea in Railway Library and Statistics, 19 14. p. 177- 
8x. 
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third class, and are given acGommodations that would not be 
acceptable here. 

It is needless for my purpose to pursue this comparison into 
detail. What I wish to point out, is, that in our country, by 
reason of its vast extent and by reason of its federal government, 
and its historic evolution, the problem of public ownership, and 
not less, the problem of public operation, are surcharged with 
difficulties that do not exist under different conditions. Leaving 
out of account altogether the difficulty of securing wise and 
economic management under the democratic conditions prevailing 
in the United States, the first point to emphasize is the difficulty 
of acquiring effective control of the railroads even if desired. 
Most of the railroads, if not all of them, are incorporated by 
the different states. This means that every railroad is given the 
authority by each state to operate within its own borders, and 
that every such road is equipped with the right of eminent do- 
main to condemn land for railroad purposes within such state. 
What authority is to compel the states, or rather, what appeal 
is to induce the people of the various states to permit the rail- 
roads to surrender state charters in favor of national ownership ; 
and in addition to grant to the national government authority to 
equip railroads so chartered with the power of eminent domain 
in every state of the Union? Without such power of eminent 
domain it would be impracticable for railroads to be enlarged 
or for new roads to be constructed. If, on the other hand, each 
state were to absorb its own railroads, we should have a condition 
in this country out of which it would be impossible to bring 
eflFective unity of action and a railroad service operated for the 
general good. Imagine, for example, the New York Central 
Line from New York to Buffalo owned and operated by the 
State of New York and the Lake Shore & Michigan Southern 
owned and operated in fragments by the states of Pennsylvania, 
Ohio, Indiana and Illinois. Who can think for a single moment 
that the result in public service would be either adequate, eco- 
nomical or satisfactory? Moreover, if the national government, 
despite every difficulty, were to succeed in absorbing the rail- 
roads of the entire Union, every state would lose the control 
of its intrastate traffic that it now enjoys; and every state would 
lose all the income which it now collects from the railroads by 
taxation, because United States property is not subject to taxa- 
tion in any state. Every state, therefore, in such a case, would 
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be confronted with both an economic and a social problem, bom 
of our federal system, and the scale upon which these effects 
would be felt would greatly magnify the embarrassments. 

But, assuming for a moment that this great economic and 
social change has been sanctioned and actually put into force, 
try to imagine, if you can, how the conflicting interests of 
different parts of the United States could be harmonized when 
the same government is responsible for railroad operation every- 
where. The annual bill for the construction of public buildings 
for the federal government has acquired the popular name of 
"pork-barrel" because it is so universally recognized that appro- 
priations for this purpose are made to gratify local sentiment 
and to promote the interests of individual congressmen more 
than upon the merits of the matter, as determined by careful 
inquiry. What possibility is there that the administration of a 
system of national railroads would be, or could be, carried on 
under our democratic government in any other spirit? And in 
what possible way could the general interest of the people of the 
United States, in the matter of transportation, be less well 
served? Furthermore, the political consequences of centering 
such power in Washington are beyond calculation. . . . 

Our privately-owned railroads are themselves largely re- 
sponsible for the strength of the popular feeling in the United 
States (in favor of government ownership). . . . No doubt, 
the rebate system, so long practiced, accounts for most of this 
feeling. Happily, by virtue of the Interstate Commerce Law and 
the creation of the Interstate Commerce Commission, that which 
was a nation-wide abuse has become a rare exception, and it will 
become more and more rare. In other words, without public 
ownership, but through public regulation, we have substantially 
secured equality of treatment at the hands of the railroads for 
every shipper, large or small, in whatever state he may be. . . . 

It is hard to speak with moderation of the financial abuses 
connected with railroad management which have done so 
much to create and to strengthen the demand for the public 
ownership and operation of railroads. The public has seen rail- 
roads loaded with charges for the profit of individuals responsi- 
ble for the conduct of the roads, charges which add permanently 
to the cost of transportation. Increases of value, largely created 
by the public, have been absorbed entirely for private benefit; 
and all of this has gone on upon so great a scale and for so 
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long a time as to have cost railroad management, to a great 
extent, but often tmjustly, both the respect and the confidence 
of the people. It is a case where the innocent suffer with and 
for the guilty. If government regulation can successfully put 
an end to these evils no doubt private ownership and operation 
of railroads may long continue in the United States; but, if 
government regulation falls short of being as effective in these 
directions as it has fortunately been in the ending of rebates, 
the tendency toward government operation, despite all its diffi- 
culties and dangers, is not unlikely to grow, unchecked. If the 
railroads wish to escape public ownership they must consent to 
the public regulation, for the future, of the issue of stocks and 
bonds ; and it is greatly to be hoped that instead of placing every 
imaginable difficulty in the way of such legislation, they will 
cordially cooperate to see that effective and fair legislation to 
prevent repetition of the abuses of the past is quickly made a 
part of the law of the land. 

One further observation is legitimate in this connection. 
If not completely, still very largely, the actual management of 
railroads in this country has passed, and is constantly passing, 
out of the hands of financiers and into the hands of practical 
railroad men who are less and less affiliated with the stock 
market. It is reasonable, therefore, to hope that we are passing 
out of the old era into a better order of things. The practical 
question also arises whether it is not better now to "let the dead 
past bury its dead" and to turn with united and courageous 
front towards the better future. An attempt to uncover all of 
the past, and to try to do ideal justice now for wrongs that 
were committed long ago, is certain to be very costly to the 
country as a whole, as well as to the unhappy stockholders, 
who, without personal fault, find themselves involved in such a 
predicament. Mr. Evarts used to say that "there are vested 
wrongs as well as vested rights," which was a wise man's way of 
saying that some wrongs are so costly to undo that it is better 
to leave things as they are than turn over a new leaf. 

There is one aspect of public ownership and operation which 
it seems to me legitimate to point out to the railroad employees 
who are so largely represented in our membership, and that is 
its probable effect upon wages. Railroads that are publicly 
owned have available for wages only such sums as are appro- 
priated by law. The cost of living is so different in different 
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jMUts of the United States that this difference is substantially 
certain to 1>e reflected in an average wage below that which the 
railroads can pay under private management The agricultural 
interests of the country are enormous, and one of their greatest 
difliculties comes from the fact that agriculture cannot afford 
to pay as large wages as transportation and many other occu- 
pations pay now. This is» in fact, one great reason for the high 
cost of food products, that agriculture cannot command the 
labor that it needs in order to cultivate as it should, and to pro- 
duce and to harvest larger crops. As long as railroads are 
privately owned, agriculture must take its chances; but, in this 
country, if railroads were publicly owned, the granges and other 
combinations of farmers would certainly be on the job to keep 
railroad wages as low as possible. They would have to be or 
could not work their farms at all. There is a rigidity about 
law that makes it difficult to change conditions once established ; 
and it is equally hard, under the provisions of law, to take into 
consideration local qualifying conditions. Such considerations 
as these satisfy me that railroad employees are not only better 
off now, under the private administration of railroads than they 
would be likely to be under public administration, but also that 
under existing conditions they can hope for a betterment in pay 
and rules of service which it would be vastly harder to realize 
from a federal government constituted like ours. 



THE RESULTS OF GOVERNMENT 

OWNERSHIP 

In reply to your letter of April 29, asking my views as to 
the proposition of government ownership of industrial plants for 
manufacture of armor plate, nitrates or other munitions, for use 
either in time of peace or war, I have but one opinion to give 
you and this is based only upon study, observation and experi- 
ence in this and many other parts of the globe. 

In policy or in practice, government ownership in such matters 
of national internal economy, would be nothing short of delibe- 
rate and premeditted suicide of our commercial rights and pros- 
perity. It is the first step towards commercial socialism, which 

^By A. A. Blow, Consulting Engineer, Southern Minerals Company. 
Iron Trade Review. 58: 1273-4* June 8, 19 16. 
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will destroy the energy, enteri>rise and initiative of a pec^le, 
who, under a liberal forni of government, have in two tenturies 
transformed this country from a primitive wilderness to what is 
now the richest, the most productive, and the most envied nation 
in the world. 

Only when industrial progress and improvement has ceased 
and when internal enterprise finds nb further profit in invention 
and competition and when politics are purified into patriotism, 
can government paternalism and ownership be beneficial to its 
people. History shows us, in innumerable instances, that such 
a condition has never been a success and has never survived in 
any age for any period of time. 

This is not at theory, it is a self-evident fact, which can be 
demonstrated by an examination of the existing countries of 
the world today. A liberal government of the pe<^le, by the 
people, and for the people, should give all its people equal 
chance, it should control them, but not dominate or compete 
with them. If it does it is autocratic, not democratic. The 
absence of government ownership and industrial interference 
has happily made America what it is and has given us the 
supremacy, as an industrial nation, which we now enjoy. In 
almost every country on earth, the prosperity of its people seems 
to be in reverse proportion to the extent 16 which they have 
adopted this Utopian delusion of government ownership and 
control of its industrial affairs. 

All Europe is suffering, more or less, from government pa- 
ternalism of different degrees of intensity. England has had 
* little of it since the days of Qiarles I. France also threw off 
the Bourbon and Napoleonic yoke and has since become pros- 
perous and powerful. Italy has prospered on the same lines, 
and is wise in encouraging the private development of her vast 
resources and loosening her autocratic hold on her property. If 
our politicians will only raise their eye above the horizon of 
their political aspirations and consider the object lessons given 
them in Australia and New Zealand, the force of these remarks 
will be more apparent. In Australia, for example, the plan of 
government ownership has been thoroughly tried out. What is 
the result? 

Australia is almost as large as the entire United States. It 
exists under a lenient and liberal government, framed after our 
own constitution. Without the expense of providing an army 
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and navy for its own protection, it has been settled for more 
than 150 years, with the same race of people that settled the 
United States. The country is rich in many resources and oc- 
cupies a position which entitles it, on account of its size, position 
and resources, to control the southern Pacific, and even the 
orient It is absolutely independent in its form of government, 
so far as its industrial affairs are concerned and can make or 
enact any laws, it sees fit, for the best interest of the people, 
as is the case with every British colony since the time of our 
revolution. Furthermore, it is financially backed by the richest 
and most successful colonizing nation on earth. Great Britain, 
and within its own sphere of influence it has no modern nation 
with which to compete, in its manufacturing or commercial 
expansion. 

But, with all these advantages, the population of the entire 
continent of Australia is not very much greater than was that of 
the United States in 1776, at the time of the revolutionary war. 
Its growth is so slow as to be practically negligible. The settle- 
ment of its millions of square miles is confined to a few htm- 
dred miles from the sea coast and the interior is practically 
unknown and entirely undeveloped. There is not a railroad 
across the continent from east to west, or from north to south. 
There is only one rolling mill, and not a modern ship building 
yard of any importance in the entire country. Only within the 
past year have steel rails been manufactured within its boun- 
daries, although, there are abundant resources of coal and iron 
and other mineral resources ready and awaiting development. 
In the settlement of this country, there were no savage races 
to overcome, no Indian wars to fight, no complications with 
foreign countries, as we had with France, Spain and England. 
The climate varies from the tropical to the temperate, as it 
does in the American continent. The people are patriotic, pro- 
gressive, well educated and energetic, but these energies being 
deadened by government restrictions and excessive labor legis- 
lation, they often migrate from Australia, rather than remain in 
it. As all other races but the Anglo-Saxon, or white races, are 
barred entirely, by the slogan of "White Australia," the in- 
crease in population of Australia has been slow indeed. Despite 
favorable natural conditions, Australia has not advanced, as 
other countries have in the past fifty years. Why is this? I 
state, without hesitancy, that the principal reason is government 
ownership. Here, the government owns every foot of railroad. 
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every dock or wharf in every seaport, every telephone pole, or 
telegraph line, and dominates with labor laws every factory or 
business utility of every nature. 

Paternalism and a mild form of socialism, or labor control, 
throttles every industry. Even some large ranches from which 
vast wealth was secured in former years by sheep raising, which 
made Australia famous for its wool, have been, by legislative 
enactment, taken over by the government and divided "for 
closer settlement." As a manifest result of this condition, pri- 
vate enterprise is discouraged, no one will undertake to build a 
new railroad or develop a new district and even with a govern- 
ment more liberal and framed, as near as possible, like our own 
government, for the people, it can not, with the incubus of gov- 
ernment ownership around its neck, induce capital either from 
its own country, or abroad, to develop its resources. 

Happily, we have not at this time tried this disastrous experi- 
ment in our country and I trust we never will. If we do, I fear 
the results will be the same. I have no hesitancy, therefore, in 
giving you my opinion that government ownership, as applied to 
any commercial enterprise within the United States, is a mis- 
taken and unwise policy, which will bring disaster upon our 
industries in proportion to the extent to which it is carried out ; 
and we will not realize the mistake we have made, after our 
government enters into such competition with its own people, 
until it is too late to retrace our steps. 

For the above and many other potent reasons, which space 
prevents my giving in this letter, I am very strongly opposed to 
the policy of government ownership and operation, either of 
armor plate plants, munition plants, water power development 
and nitrate plants, ship yards or any other industrial develop- 
ment, which interferes and competes with private enterprise of 
its people. It has been demonstrated again and again that such 
work can be done cheaper, more quidcly and effectively by prop- 
erly controlled corporations or individuals, than it can be done 
by the government. There is, therefore, no use in wasting the 
funds of the people and increasing the taxes for inadequate 
results. England, France, Belgium and even Germany have re- 
lied upon their Krupps, Creusots and other great armament 
plants to supply their armies and navies with munitions of war, 
as well as other nations and we can safely assume our ability to 
do the same. 
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THE EXTRAVAGANCE OF GOVERNMENT 

OWNERSHIP 

Let 118 consider the contention made by those advocating 
government ownership &at the cost of capital would be materi- 
ally less than it is under private control. Undoubtedly there is 
some thing to be said in favor of this contention provided the 
issue of bonded indebtedness by a government does not become 
so large that its bonds do not sell readily. If we were to take 
over the railroads of the United States, what would be the cost 
to the government? In taking over railroads in Europe by 
governments, from 20 to 25 times the net earnings for a period 
of years has been considered a fair price for so doing. If a 
similar method were adopted in this country it would make the 
cost to the United States about fifteen billion dollars. I think 
no one will contend that the United States can issue indebted- 
ness to that amount, or to any considerable part of it, without 
materially increasing the rate which it would be necessary to 
pay for the money; and I am not confident that it could be 
done in a reasonably short time without paying as high a rate as 
the bonded indebtedness and the net returns on stock averaged 
during the past year, which, if true, would seem to remove the 
possibility of a saving on account of a lower government rate 
than paid by corporations. Furthermore, if the government 
owned the railroads, there would be a loss of taxes amounting 
to about $110,000,000 a year, this being a very considerable item 
in ihe revenues of most of the states. 

In the past one of the strongest arguments in favor of gov- 
ernment ownership has been that it would prevent discrimina- 
tions between persons, places and communities; but under our 
present railroad laws I do not think that there is enough com- 
plaint on this score to warrant taking sudi action unless the 
other reasons for so doing are overwhelming. There are other 
considerations which relate to this subject. The pressure for 
results in privately owned corporations goads traffic mana- 
gers to the highest state of activity and efficiency. If they do 
not get as good results as. their rivals, they are not promoted, 
and, very frequently, are retired. When we turn to government 

* By John W. Weeks, United States Senator from Massachusetts. 
Railway Keview. 58: 202-3, February 5, 1916. 
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controlled railroads all this is changed. The taxpayer may be 
called on when the results are not satisfactory. Therefore 
there is no particular pressure for results, and it is the experi- 
ence in all affairs of life that you do not get efficiency unless 
there is some pressure or some personal emolument resulting 
from it 

Any such system as the civil service applied to our railroads 
would be fatal. One of the distinct weaknesses of the civil 
service is that men cannot get a suitable reward for unusual 
activity or intelligent effort. Promotion comes to the mediocre 
as well as to the efficient, and nothing could be more subservient 
to the best results in the operation of railroads than the putting 
of mediocre men in positions of high executive responsibility. 

Development and improvement of railroads are much more 
apt to result from competition than from monopoly. Generally 
speaking, there is a kind of stagnation and stupidity in govern- 
mental monopoly which would be impossible in the case of 
private control. For example, there were four different gauges 
used in building the steam railways of Australia, the result 
being that it has been necessary to transfer freight and pas- 
sengers at the sub-division lines at a very large expense. It is 
proposed to change this, however, to one gauge, but it is esti- 
mated that it will cost practically 25 per cent of the original 
cost of the roads to correct this stupid action. 

Before taking any such important step as the ownership 
and operation by the government of public utilities, we should 
carefully examine the experiences and results obtained by those 
who have already tried out the same operations. The Western 
Railroad of France was taken over by the French government 
in 1908, since which time the following results have been ob- 
tained: Within three years the number of employees has been 
increased 15 per cent. During that time the operating expenses 
increased from $29,500,000 to 44,500,000, or 50 per cent. This 
increase — ^and it is an important point to consider — ^was largely 
due to the increased cost of labor. In 1908 wages were 
$16,000,000. In 1912 they had increased to $26,500,000, or an 
increase of 68 per cent, and the total expense, five years after 
the government had assumed control, had increased 68 per cent. 
In the meantime the gross earnings had increased only 12 per 
cent. In 191 1 there were 5,290 more men than in 1908, whidi is 
also a significant result. 
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The Italian government resumed the operation of railroads 
in 1905. In the next three years the number of employees had 
increased from 97,000 to i37»ooo, and the average wage had 
increased from $250 to $287 annually. The average operating 
expense while these roads were under private management, from 
1899 to 1905, was 67^ per cent; when under government oper- 
ation, the expenses had risen to 82.6 per cent. 

In 191 1 the operating expenses of the Intercolonial Rail- 
way in Canada were 97.2 per cent of the gross receipts of this 
government-owned line, and the net earnings were less than $200 
per mile, while the net earnings of all Canadian railroads, in- 
cluding the Intercolonial, were $2,272 per mile. All of the con- 
ditions relating to the territory in which the Intercolonial 
operates are better for successful operation than the other sec- 
tions of Canada, and yet this property has cost the taxpayers 
of Canada $343,000,000, or $237,000 per mile, which includes 
cost of road, deficit from operation, and unearned interest at 
four per cent on the investment 
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The following letter appeared in some of the New York 
papers of recent date, signed by Frank Trumbull, chairman of 
the board of directors of the Chesapeake & Ohio: 

May I call attention to an editorial in the New York Ameri- 
can, of May 26, entitled "Shortest Road to Honest Government 
Is by Way of Public Ownership," in the hope of correcting 
some wrong impressions that might be gathered therefrom? 

From the tenor of this editorial it is impossible not to con- 
clude that government ownership and operation of railroads in 
Canada is a pronounced success. Since this is not true, it 
seems fitting that the facts about this situation should be stated. 

The Canadian government has operated the Intercolonial 
for forty-seven years and the Prince Edward Island Railway 
for forty-three years. It has built and is now operating the 
National Transcontinental. The aggregate mileage of these 
government roads is 3,800. Not one of these systems earned 
its operating expenses for the fiscal year ended June 30, 191 5. 
The combined operating deficit of the three was $350,000. 

For twenty-five years of the forty-seven aforementioned, 

^By Frank Tnimball. Railway Affe Gazette. 60: 1325-6. Jtme x6, 19x6. 
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the expenses of the Intercolonial exceeded its earnings, the 
aggregate operating deficit being $11,500,000. For twenty-two 
years its earnings were greater than its expenses, the gain being 
$i»967,ooo. The net deficit from operation for the whole period 
of forty-seven years is, therefore, $9,500,000. 

During every one of the forty-three years of its operation 
by the government, the Prince Edward Island's operating ex- 
penses exceeded its earnings, resulting in a total operating 
deficit of $3,280,000. Together with the net loss on the Inter- 
colonial, aforementioned, the deficit of the two Government 
roads is $12,800,000. 

In 1914 both roads lost $445,000, the joint difference between 
operating expenses and earnings ; and, as previously stated, these 
roads showed expenses heavier than earnings for the fiscal year 

1915. 

With such losses confronting the taxpayers of Canada, it is 

pertinent to mention that these government railroads do not pay 

taxes. Last year Canada's privately-owned railroads paid the 

public in taxes $3,049,728. 

Apropos of "honesty" under government railroad ownership 
and operation, the building of Canada's latest acquisition, the 
National Transcontinental Railway, has led to a scandal. The 
cost of this road was estimated originally at $34,083 a mile; 
it has actually cost $99,000 a mile ! 

In 1914 a government commission on this operation said 
that there had been gross mismanagement, extravagance, and 
waste in connection therewith running into many millions of 
dollars, and the Grand Trunk Pacific, because of the enormous 
expense of this line, declined to lease and operate it at a rental 
of 3 per cent of its cost. 

Work on the National Transcontinental was directed and 
supervised by four government commissioners. The commis- 
sion subsequently appointed to investigate the whole transaction 
reported that ''$40,000,000 was needlessly wasted"; and that the 
cost of the National Transcontinental, for principal and interest 
up to 1921, will amount to $234,651,252. 

Speaking of the work of the government's commissioners 
who directed the road's construction, this investigating com- 
mission says: 

"Having decided upon a design, the commission proceeded 

to find a country to fit the design. It may seem incredible, but 

it is the fact that it was assumed that the road would at once 
12 
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receive the maximum business it was possible to earn with a 
single track. That there was an entire lack of business along 
the line does not seem to have occurred to them . . . and in our 
opinion the interest payable to the government and the operat- 
ing expenses taken together will be about the same as the divi- 
dends, interest charges, and operating expenses of the com- 
peting roads (privately owned railroads), which are only 
capitalised at from one-third to one-half as much per mile as 
is the National Transcontinental." 

Continuing, the report says that contracts were not let to 
the lowest biders; that contractors were overpaid $3,300,000 
on improper classifications; that certain contractors were paid 
two prices for one handling of material; that the chairman of 
the commission paid one man $7,950, on a pretended damage 
claim, for election activity ; that money was spent improperly on 
unnecessary fences, on unsuitable rails, on the building of 
unauthorized shops and of double track, in violation of the 
statute which called for single track. 

The report further condemned the premature construction 
of the New Brunswick section of the railway, pointing out that 
if one- third of that cost had been expended on the Intercolonial, 
all the trunk-line facilities necessary for the Province of New 
Brunswick for many years would have been provided. 

It may interest your readers to know that the Montreal 

Gazette once commented upon these roads thus : 

There are not in North America anything like the records the sroyem- 
ment made last year in connection with the Intercolonial and Prince Ed- 
ward Island Railways. These records were made, too, after th« properties 
had been for eight years under control of the present ministers, and after 
tens of millions had been spent in improving and strengthening the roads 
for carrying traffic at a loss. It does not seem that incompetence alone, 
even of the worst kind, can account for such a shameful and threateningly 
ruinous state of affairs. 

In view of these established and indisputable records, "the 
people, in their organized capacity, through their government" 
(to quote the American's own words), do not seem to have 
surpassed, nor, indeed, to have equalled, "the haphazard, dis- 
organized" effort of the individual railroad owner in Canada, 
whose lines are operated at a profit. Furthermore, these rec- 
ords do not warrant the American's conclusion: "The shortest 
road to honest government is by way of public ownership of the 
public-service corporations." 
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A major cause of the poor showing made by the Inter- 
colonial has been the influence of politics. The part which 
politics formerly played is freely admitted by the officers of the 
road, although they say that conditions are somewhat diflferent 
now. "Almost every abuse known to railroading," says the 
Canadian newspaper aforementioned, "took root and flourished, 
such as under-billing — ^that is, permitting a favored shipper to 
load the cars with a larger quantity of goods than he paid for, 
while his competitors on the other side of politics were restricted 
to a standard load, and mulcted for any excess, the granting of 
secret rebates; the maintenance of an excessive number of 
stations and employees in order to swell the political influences 
of the road at election times; absurd classifications; unjust 
tariffs; the acquisition of more or less useless branch lines to 
serve partisan ends, and so on. 

Statistics relative to public ownership of railroads in Aus- 
tralia and New Zealand, of which the American made passing 
mention, prove that the system is similarly unprofitable and 
unserviceable. And, indeed, this result must ever follow under 
a system which capitalizes all its errors and omits the strongest 
incentive to improvement — ^the hazard of the private builder, 
who know that in error lies loss and probable bankruptcy, and 
who, accordingly, strives for economy, efficiency and real ser- 
vice. 

"While private individuals perform a public function, they 
will constantly resist public regulation," said the American. 
Surely it could not mean this for the railroads of this country. 
Regulated by Congress and one federal commission, and by 
forty-eight state legislatures and their respective state railroad 
commissions, our carriers, today, are over-regulated, if not 
strangulated, by an uncoordinated, conflicting, illogical and un- 
businesslike system of supervision. It is not regulation, but 
forty-nine masters, that are proving too much for the railroads, 
whose strength, after all, is limited. 

Far from resisting regulation, all the railroads of the coun- 
try are in favor of regulation; but they ask that regulation be 
sane and consistent. The inquiry proposed by the Newlands 
resolution, now before Congress, would give every citizen an 
opportunity to be heard on this vital question, and, perhaps, 
lead to a sensible, consistent policy of railroad supervision. 
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GERMAN CRITICISM OF STATE RAILWAY 

MANAGEMENT 

Germany's state railroad system is an oppressive monopoly 
and a political mistake. Recently this view was expressed of 
three different industrial congresses, and in one case the indict- 
ment was backed by a two-thirds majority. This revolt against 
railroad nationalization comes just at the time when some 
Americans and Englishmen have begun to see in nationalization 
an easy, infallible way out of all railroad troubles. What aggra- 
vates the indictment is that it is mainly directed against the 
Prussian state system, which, of all railroad systems in Germany, 
is the most flourishing and efficient 

Every charge that is customarily leveled against corporation 
railroad ownership is now being leveled against the Prussian 
state system. The main charge is that the Prussian system 
makes for monopoly and restraint of trade. In committing — 
say critics — all the offenses which private corporations commit, 
the state knows no fear, for against it the public is doubly 
helpless, and there are no competing roads which can be used 
to bring the extortionate state to reason. Prof. Walther Lotz, 
one of the best authorities on railroad management, has just 
published a book on "German Communications Since 1800," in 
which he attacks the popular notion that state ownership pre- 
vents monopoly. German experience shows the contrary. 

Not a Solution of Monopoly Problem 

"Nationalization," writes Lotz, "is not by any means a solu- 
tion of the monopoly trouble. Monopoly remains monopoly 
even if it it managed by ofHcials. True, the state is claimed by 
nationalization enthusiasts to be a higher and unerring entity. 
But in reality the state is only the national organ of erring men, 
who are influenced by their virtues, their faults, their interests 
and their passions. And these influences are all brought to 
bear on railroad management quite as much when the state does 
the managing as when private persons do it Indeed, in coun- 
tries governed on party principles, privately owned railroads 
are often more bearable than state-owned railroads, as state- 

* Berlin correspondent in the Springfield (Mass.) Republican. Re- 
printed in Railway Age Gazette. 57: 337-8. August 2t, 19x4. 
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owned railroads are exploited as much as possible for their 
own advantage by changing parties." And referring to plans of 
railroad nationalization in foreign countries, Prof. Lotz adds: 
"This is a reason against nationalizing the railroads in the 
United States." 

What is just now being said against German railroads mostly 
applies to Prussia. "German" railroads, owned by the federal 
government, on the lines discussed in the United States, do not 
exist, except in Alsace-Lorraine. The system is railroads owned 
by individual states. The Prussian state, or strictly, the organi- 
zation known as the "Prussian-Hessian railroad community" is 
the biggest owner, for it possesses 38,000 kilometers out of the 
62,000 in the whole empire. Bismark aimed at nationalizing 
railroads on federal lines, but his bill enacting this was defeated 
owing to opposition by the middle-German and south-German 
states. At present the only bond between the different state- 
owned systems is article 42 of the constitution which obliges the 
states to manage their roads in the general interest of the em- 
pire. 

Many think that this splitting up is the cause of the defects 
of German railroad nationalization. Instead of being controlled 
by the democratic imperial legislature in the general interest, the 
roads are controlled by the state governments and state legis- 
latures which nearly everywhere are on a reactionary and class 
basis. This is particularly the case with the "Prussian-Hessian 
railroad community." The Prussian government is narrowly 
conservative and agrarian. The Prussian Diet, elected on a 
narrow, property franchise, is the same. Prussian government 
and Diet policy is agrarian. It aims at sparing the landowners 
in matters of taxation, at encouraging the export of grain which 
is practically bounty fed; and also at encouraging export by 
the "Schwerindustrie," an ally of the agrarians, which controls, 
on trust principles, the production of coal and iron. The inter- 
ests of the small trader and consumer are neglected. Prussia's 
railroads are governed in accord with this policy. She has low 
rates to favor the grain producer and the iron exporter; and 
high rates which hit the consumer on important products. 

Railways Used as Government Milch Cow 

A greater objection to Prussia's railroad system is that it 
uses its monopoly to accumulate vast funds for the state finances. 
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This is considered a breach of sound railroad management and 
is a violation of a promise. Thirty years ago, during the era 
of railroad nationalizing, Prussia's minister of public works 
promised the Diet that the railroads would be run entirely in 
the interests of those using them, and not in order to make 
profits. "State railroads," he said, "are not a milch cow ; they 
are not intended to be a source of state revenue." 

He later promised that the railroad rates imposed would be 
only high enough to cover transport and maintenance and to 
pay a moderate percentage on the purchase debt incurred by the 
state. A similar promise was made in England in regard to the 
postal services, which were also not intended to help the state 
finances. Experience shows that governments are never able to 
keep such promises. The moment state finances run dry the 
state trading departments are resorted to as milch cows. Just 
as the English postal services are bringing in $25,000,000 a year 
to help the state finances, so the Prussian railroads are bringing 
in over $200,000,000 clear profit. This vast profit is 36 per cent 
of the gross earnings, a proportion probably reached by no other 
railroad system in the world. 

Large Earnings from Excessive Rates 

Germans, who resent this system of exploiting railroads for 
gain, are not consoled by the fact that $200,000,000 goes into the 
state, not into private, pockets. They object that the $200,000,000 
is not equably imposed as a tax on all classes according to 
wealth. It is taken mainly from the non-privileged classes, on 
whose traffic the railroad administration imposes heavy trans- 
port rates, while the roads carry the landowner's corn and the 
iron magnate's metal at very low rates, or even, as is suspected, 
at a loss. 

The account books of the "Prussian-Hessian railroad com- 
munity" for the past 30 years reveal how the state railroads 
have acted as milch cow for the state treasury. Between 1882 
and 1912 over $1,250,000,000 has been taken out of the railroad 
profits and handed over to balance the state budget. This 
transaction is made possible by the fact that the $200,000,000 
annual profit is far more than is needed to pay interest on and 
amortize the railroad debt. The profits amount to about 7H 
per cent on the railroad debt. But the railroad debt was bor- 
rowed at about 3^4 per cent. Of the original railroad debt of 
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$2,875,000,000, $1,085,000,000 is consols, of which nearly all bear 
3}4 per cent, but a small portion, 4. The state with its 7ii per 
cent from the railroads makes on this money a clear profit of 
nearly 4 per cent. The rest of the capital comes out of the 
"railroad extraordinary fund" and the "disposition fund," 
against which no interest-bearing consols are issued; and on 
this portion the state puts in its pocket the whole of the 7^ 
per cent earned. 

In the matter of profits the state's appetite grows. Twenty 
years ago it was content with 5J^ per cent, which put a clear 2 
per cent in its pocket. When this caused objections, the gov- 
ernment pleaded that, owing to the bad condition of the state 
finances, it could not do without the 2 per cent; but it promised 
faithfully that the milch cow process should go no further. If 
profits, it said, showed signs of rising still further, they should 
be cut down by means of a general rate reduction. Despite this 
promise, profits were allowed to rise by yet another 2 per cent 
on the capital invested; and the rates remained practically as 
before. This enormous profit did not result from management 
efficiency. Judged by American standards the management is 
not efficient. The ratio of expenses to receipts has steadily 
risen. The profit is due entirely to the vastly increased traffic, 
the carried freight being about 2j^ times greater than it was 20 
years ago. 

In addition to subsidizing out of railroads the ill-balanced 
state finances, Prussia has created from the same source a vast 
state property. This is shown by the railroad capital account. 
The railroad administration has written off an excessive amount 
of the original small capital outlay of $2,875,000,000. Altogether 
$750,000,000 has been amortized. So that of the original railroad 
debt only $2,125,000,000 remains outstanding. This judged by 
European values, is a ridiculously small capitalization for 38,000 
kilometers, nearly all double, treble, or even quadruple tracked, 
and splendidly equipped. As a fact, the present sale value of the 
state railroad system is appraised at $5,200,000,000. The in- 
crease in value is due to the putting back into the roads of part 
of the profits; to extension built out of profits; and to the 
natural rise in land and other values. The difference between 
the outstanding capital debt of two billion dollars odd and the 
present value of five billion dollars is the profit and property of 
the state. 
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High Rates a Tax on Business 

If the state were a private corporation it might point with 
pride to this result of 30 years' ownership, but the public would 
complain and threaten, and ask why a railroad earning 7% per 
cent and in addition creating out of profits capital values of 
three billion dollars did not reduce its rates? That is the com- 
plaint in Prussia. The state, say the complainants, should cut 
rates heavily; it should be content with the 3^4 per cent which 
it itself must pay to borrow capital for railroad construction; 
and if its finances suffer, then let it mend them by imposing 
property taxes. The high railroad rates tax, not property, but 
business; and they tax heaviest the business which can stand it 
least. 

The complaint is reinforced by the charge that the roads are 
not efficiently managed. Reichstag Member Gohre said that the 
state might cut rates heavily and still pocket its 7f^ per cent if 
only it economized in management. Herr Gohre further showed 
that the roads are badly overofficialized. In the Cologne cham- 
ber of commerce it was stated last year that, counting passengers 
and train ton carried, the Prussian roads have 2^ times as many 
officials as the American roads; and that they have five times 
as many clerical and other officials who do no physical work. 
"The bureaucratic management and the excessive staff would 
not," the speaker said, "be tolerated by a private corporation." 

Rates not Adapted to Commerce 

Most persistent of complaints is that the rates are fixed by 
bureaucrats who do not understand business; and are taught 
by their superiors that the rates should favor grain and iron 
exporters at the expense of other interests. Bismarck had a 
plan for letting the Diet fix the rates. This plan was not carried 
out. The rates are fixed by a nominated railroad council of 
state officials. 

This railroad council invites the cooperation of representa- 
tives of the business interests; but the representatives are only 
advisers and have no decisive vote. The interests, however, 
bring sufficient pressure to push their points against non-repre- 
sented interests. The chief of the railroads. Minister of Public 
Works, Breitenbach, ascribes to this the high rates. He says 
that the interests themselves, in their zeal against competition, 
have prevented a reduction. Minister Thielen, a predecessor, 
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said the same thing. He described the roads as "a morsel be- 
tween contending dogs for which there is no parallel even in 
America, where the trusts exploit the roads in their own inter- 
ests." 

Critics emphasize this weak side of railroad nationalization. 
They say that where roads are privately owned the rates are 
invariably controlled by some public authority, and this public 
authority is in turn controlled by the legislature, whereas in 
Germany the vital matter of rates is withdrawn from the legis- 
lature and handled by a handful of uncontrolled bureaucrats. 



SWITZERLAND'S RAILWAY SUCCESS' 

We subscribe to no such dogma as the "impossibility" or 
"absurdity" of government ownership or management of public 
utilities. It is all a question of expediency — a question, to be 
sure, turning often on extremely broad and deep considerations, 
and not merely on the immediate facts of a given case, but still 
a question of expediency. It is fair to acknowledge, and to 
take for what it is worth, such an experience as that of Switzer- 
land, especially as Switzerland is a democratic republic. But 
before we jump to conclusions regarding our own country, we 
must look certain large and vital facts in the face. Of these, 
the most obvious relates to the mere geography and history of 
the country. The United States is a vast new country, whose 
area — we speak of the contiguous territory, not counting Alaska, 
or the insular possessions — ^is 3,000,000 square miles; Switzer- 
land is an ancient and fully settled country, with an area of 
16,000 square miles. Texas alone could swallow up sixteen 
Switzer lands, and the population of Texas is barely more than 
that of Switzerland. It would take nine Switzerlands to make 
a Montana, but the people of Montana are only one-tenth as 
many as those of Switzerland. Evidently, the problem of recon- 
ciling the demands of the present, and of weighing the needs of 
the future, for this vast continental area, filled with a restless, 
energetic and rapidly growing population and big with mighty 
changes almost from year to year, is not to be compared with 
that presented by the transportation problems of the compact 
and ancient little mountain republic of Europe. 

1 Nation. 94: sS5-^> March 14, 19x2. 
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Hardly less important than this, if less important at all, 
is the consideration of the nature, the temper, and the traditions 
of the people. Now anything more wilike the American temp- 
erament than that of the Swiss people it would be difficult to 
find. And it is hard to say whether this difference is more pro- 
nounced if we consider as American that which was the recog- 
nized American type of the earlier generations of our republic, 
or that wonderful cosmopolitan mixture which now plays so 
large a part in the development of our social and economic 
problems. Take it as you will, and you have here a tense, 
nervous, high-strung people, keenly ambitious and eager for 
quick "results," as against a nation which, whether in the coun- 
try or the city, is essentially a nation of sturdy yeomen. It is 
needless to expatiate on this idea ; anybody can supply a score of 
particulars to reinforce the contrast Rather let us take, as a 
slight illustration, the plain tale told by the writer of the Quar- 
terly Journal article, narrating the history of the addition made 
to the standard wage scale on account of the rise in the cost of 
living : 

The highest rates of wages in effect upon the private railwajrs (which 
were the basis of the goyernmental rates) had been established in 1896 and 
the rise in the cost of living since then amounted to oyer 27 per cent. 
The men began to complain respectfully, but during 1906 with increasing 
▼Igor. The government, when confronted by the men with family budgets 
and other pertinent evidence of the fall in real wages, recognized the 
justice of their claims, but wished to postpone the revision of their wages 
until a general act could be prepared that would apply to all federal em- 
ployees. . . . The federal council ultimately recommended that each mar- 
ried employee and each unmarried employee with persons dependent upon 
him for support, earning less than 4,000 francs a year, should receive a 
supplement to his annual earnings of too francs ($30); and that all other 
employees earning less than 4,000 francs should receive 50 francs ($10). 
The federal council took pains in its message to the assembly to remark 
on the courteous tone of the employees* petitions and the reasonableness 
of their request. 

Can any one imagine such a story told of a like situation in 
the United States ? And is it not equally impossible — going back 
to the other phase of the matter — to imagine any mechanism of 
official management which would eliminate here, as seems to 
have been done in Switzerland, the pressure of personal and 
local interests, in the face of the overwhelming importance of 
transportation questions in this country? 
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PUBLIC OWNERSHIP IN FRANCE* 

If we take up the state railway system of France we find 
all these shortcomings on a still larger scale. Prior to 1875, 
there were no railways of this kind in France. The plan gen- 
erally adopted in France has been a concession to a private com- 
pany for a period of ninety-nine years. For some of these 
companies a little more than half of the concession has now ex- 
pired, and for others nearly one-half. At the end of this period 
of ninety-nine years — ^that is, between 1950 and i960 for the 
principal companies — the railways will revert to the state, which 
does not mean, however, that the state will have to take over 
their management. The state can then make a new concession 
on more advantageous terms for it and for the public, because 
if not all, at least the largest part of the capital used for the 
building of the roads will have been liquidated by the redemp- 
tion, which the companies make every year, of a part of their 
shares and bonds. In France the state originally aided in the 
building of its railway system by moderate money subven- 
tions and by guaranteeing the payment of the interest on the 
capital used for the building of the secondary lines. The devel- 
opment of traffic and of net profits has generally made it un- 
necessary for the companies to have recourse to this plan of 
guaranteed interest, and the principal companies have already 
paid back, or will eventually be able to pay back, the sum ad- 
vanced by the state for this purpose. 

Thus, in the original plan of the French railway system the 
state took no part in the management. About the year 1875, 
circumstances threw into its hands a line which at first was 
not of very great importance; some small companies in the 
western part of France, between Bordeaux and Nantes, failed 
or got into financial difficulties, and the state, in order to pre- 
serve the shareholders from complete ruin, did what was not 
at all necessary — ^bought up the line belonging to these small 
companies, and instead of passing it on to a large and flourish- 
ing company decided to manage the line, at least provisionally. 
But this temporary arrangement finally became a permanent one, 
and gradually the line was lengthened until it reached Paris, 
so that there came to be in western France a line, linking the 

»By Patil LeRoy Beaulieu, North American Review. 197: 295-3 zz. 
March, 1913. 
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capital with Bordeaux and Nantes. This line, known as "the 
old state railway/' is now about 3,000 kilbmeters in length, thus 
forming about a sixteenth part of the total length of the whole 
French railway system. The running of this road is very ex- 
pensive. Its net revenues do not represent 2 per cent on the 
invested capital It has had some terrible accidents of late, cost- 
ing the lives of scores of passengers. The last one was due to 
the bad condition of a bridge over the Loire; the weakness of 
this bridge had been common report for a long time. 

In 1908 the state added to its small system a much larger 
network of railways by taking over the important Western 
Company, which controlled the roads of Brittany, Normandy, 
and some neighboring departments, and which, starting at Paris, 
had as termini the seaports of Havre, Cherbourg, Brest and 
Nantes. This system embraces about 6,000 kilometers and brings 
up the total of the state roads to 9,000 kilometers, or nearly a 
fifth of the whole French system of railways. 

For a long time the Radical party, which has been in power 
in France from 1898 to 191 1, inclusive, has favored the policy of 
taking over the railways and having them managed by the state. 
This was one of the planks of the Radical platform as far back 
as 1889. The Conservative party, on the contrary, has alway 
opposed this idea. The Ministers of Finance of the Third 
Republic, who have left the best names — M. Leon Say and M. 
Maurice Rouvier — always combated the proposal, whose finan- 
cial and economic consequences they held would prove to be 
most disastrous. In 1908 the Clemenceau Cabinet, in which M. 
Caillaux was Minister of Finance and M. Barthou, Minister of 
Public Works, took over the management of the Western Com- 
pany in the name of the state, notwithstanding the almost unani- 
mous disapproval of the measure by the representatives of the 
region directly affected and the protests of nearly all of the 
French Chambers of Commerce. The bill was carried through 
the Chamber of Deputies without much trouble, but in the Senate 
it required a threat of a Cabinet crisis to obtain the small major- 
ity finally secured; and during the debate these ministers just 
mentioned repeatedly assured the recalcitrant senators that the 
transaction would cost the French Treasury nothing, that it 
would be an operation blanche, as the net receipts of the lines 
would cover the indemnity which had to be paid the company. 
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Now, the state began its management in January, 1909— that is, 
four years ago, long enough for us to draw some conclusions. 
And what is the result? 

The state management of the Western Railway has been 
from the very start, and continues to be, a great financial and 
technical disappointment. For the first two years the whole 
line was in absolutely chaotic condition. The trains were never 
on time and the worst possible accidents were continually hap- 
pening, whereas under the old management not a single pas- 
senger had been killed in ten years. After many experiments, 
the new management was forced to reduce the number of trains 
and cut down the speed of the principal ones. Today the 
technical side is better than it was at first, but not better than it 
was under the old company. The financial results, however, 
could not be much worse than they are, and are a great load on 
the state treasury. 

In the year 1908, the one preceding the operation of the road 
by the state, the old Western Company had a net deficit of 
27,000,000 francs, and consequently, in accordance with the plan 
then in force, the company borrowed from the state this sum 
with which to pay the interest on its bonds and shares. In 1909, 
the first year that the state had control of the roads, this 
deficit rose to 38,500,000 francs, and continued to rise as follows 
during the succeeding years: 1910, 58,500,000; 191 1, 71,250,000; 
1912, estimated, 84,500,000; and 1913, estimated, 90,000,000, in 
round numbers. While I am writing these lines M. Cheron, 
Deputy and a former Assistant Secretary, published a report on 
the subject in the name of the Budget Committee of the Cham- 
ber of Deputies. He belongs to the Radical party, but has to 
admit that the figures of the estimated deficit for the year 1913 
are "very disquieting," and adds that the estimated deficit for 
1912, as well as that for 1913, is largely attributable to salaries 
of the employees, the increase under this head being 52,000,000 
francs since the state took over the road. M. Cheron declares 
that he is "not accusing anybody," doubtless because he knows 
it would do no good. He says he might be willing to accept 
an increase in salaries and wages, but points out that there is an 
excessive augmentation in the number of employees. Here are 
his exact words on this point: "As regards the increase of the 
personnel, it seems to me the administration has been rather 
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large. But the same thing is true of all the departments." And 
then he concludes with these words : "In this matter of the aug- 
mentation of the personnel, I understand it has reached the 
maximum." This reflection of an out-and-out Radical Deputy is 
very characteristic. In the government offices, at least in France, 
there is always a tendency to over-increase the number of the 
employed. But in this way more citizens are made happy, and 
the party in power fares better at the elections. 

Thus, as we have seen, the trial of state ownership, in France 
is directly against that system and consequently public opinion 
is now completely opposed thereto, especially enlightened, as it 
now is, by the financial and other shortcomings which have 
followed the state operation of the Western Railway. It may be 
regarded as certain that, notwithstanding the seventy socialist 
Deputies in the Chamber, it will be a good many years before 
another French Minister of Finance will venture to propose the 
state taking over another railway. 



STATE RAILWAY OPERATION IN WESTERN 

AUSTRALIA* 

Few know the defects more to their sorrow than the western 
Australian railways. There, in that tiny system, rises the usual 
spectacle of a government railway commissioner charged with 
operation for the people, recognizing and owning publicly to 
these selfsame evils of state ownership, pointing the danger and 
fighting in vain to induce his own government to apply a 
remedy and check its headlong course toward financial ruin of 
its carriers. When two such policies come together — ^placation 
of a labor vote by greater pa3rment of wages, placation of a 
larger vote by reducing rates, and thus the wherewithal to make 
the pa3rments — financial stability is likely to suffer from the 
impact. In western Australia earnings for the fiscal year to 
June 30, 1913, for the first time in history exceeds £2,000,000 
($9,740,000). A gain in gross of $746,000, however, was offset 
by a rise in expense of $791,000 over the year before. Interest 
paid on debt rose on the average from 3.46 to 3.52 per cent. 

1 By Francis A. Bonner. Railway Age Gazette. 56 : 365-6. February 20, 
19 14. 
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Surplus fell in two years from $1,090,000 to $122,000; the net 
return on capital from 5.32 to 3.56 per cent The margin be- 
tween that 3.52 per cent interest paid on debt and this 3.56 per 
cent net with which to pay it measured on June 30, 1913, the 
western Australian railway's distance from bankruptcy. 

Such a condition occasions httle surprise after consideration 
of what this government system has done to curry favor of its 
voting passengers. Requests for increased facilities have arisen 
so frequently and are pressed so strongly, the department has 
erred so consistently on the side of liberality that the commis- 
sioner of railways cries loudly now for a halt. Passenger 
train mileage and reduced fares must be curtailed severely if 
ruin is to be avoided. So great has been the surplus of generos- 
ity, in fact, that nothing save a deficit is left for passenger 
traffic. Apportioning mixed train mileage and adding passenger 
train mileage, the earnings from fares represented for the last 
year $1.05 per train mile. The cost of working was $1.29 per 
train mile. In working cost alone there was thus a loss of 24 
cents per train mile exclusive of 43 cents chargeable for inter- 
est ! Despite an increase of population of nearly 50 per cent in 
ten years and increased weight, capacity and standards of 
equipment, the receipt per passenger train mile in 1912-13 was 
less than in the year 1902-3. 

Much of the loss, it is true, arises from a steady decline in 
length of journeys with consequent loss in the average receipt 
per journey. But it rests also upon the effect of excursion fares 
now appljdng to a larger number of journeys on a greater 
nvmiber of days and over greater areas, while in company with 
repeated rate concessions in deference to demands of the public 
for increased facilities, passenger train mileage has arisen con- 
sistently, much of this addition being empty. "When these con- 
ditions are realized," says the commissioner, "it may well be 
seen that the department must rather look for openings to 
reduce passenger train mileage than to increase it, and for open^ 
ings to increase fares rather than the reverse." 

Unremunerative rates for freight service have arisen largely 
from a policy of "fostering infant industries" which the present 
management denounces as now useless to the industries and 
ruinous to the railway. Agriculture and coal mines have been 
the chief beneficiaries. Since 1907 fertilizer has been car- 
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ried at }4 cent per ton-mile, a rate pronounced unparalleled 
in Australia (though by no means in the United States) for the 
purpose of encouraging the growing of wheat and development 
of new agricultural areas. The commodity, it was urged, would 
be carried in cars otherwise run empty to the country to return 
laden with wheat: th^ rate was necessary in order to induce 
more general use of fertilizers, increase the yield per acre and 
thus add to the railway revenue. This traffic has failed, how- 
ever, to move as expected and the older farming districts now 
are pronounced well able to pay in full for the cost of service. 
Advance to the "miscellaneous" rate is demanded by the man- 
agement, which would raise the charge to 2.4 cents per ton per 
mile. 

Coal has been enjoying a rate of 30 cents per ton for the 
first 5 miles plus i cent per ton-mile thereafter. Denouncement 
of such a rate as excessively low is interesting when we contrast 
the rate of .47 cent per ton-mile on bituminous coal which is the 
average on United States railways. Yet for coal also an ad- 
vance to the miscellaneous rate is demanded on the ground that 
this industry too is amply able now to stand upon its own feet. 

Solely because of these profitable rates on fertilizer and coal 
and excessive payments for fuel, the government railways last 
year lost some $371,000 which must come out of the tax-payer's 
pocket if the system is not to deteriorate. But to make matters 
still worse wages concessions cut ever larger slices from these 
depleted earnings. Nor has benefit ensued. "Improvement in 
conditions of employment," says the commissioner, "has not put 
an end to the demands made upon the department." In two 
years wages and salaries on these little railways have risen 
$1,110,000. Salaried employees have gained an average of some 
$35 00, wages staff some $73 annually per man ; gains which sug- 
gest significantly to say the least, the comparative numerical 
strength and organization of the workers affected. Why such 
expansion has been allowed to consume the meager substance 
of the railways is best told, by the commissioner himself: 

« 

The y«ar under review has been one of continual pressure from the 
staff generally for increased remuneration and emoluments and it is with 
regret I have to refer again to the evil of political influence in this con- 
nection. 

If such matters are taken in hand by members of parliament or of the 
government, acquiescence is thereby given to the action of those who have 
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approached them and the railway administration is powerleaa to do more 
than protest. 

Unless the practice referred to is put down with a strong hand by those 
in whose power it lies to put it down that portion of the government rail- 
way act which was and is intended to remove the railways from political 
influence will become a dead letter. In any case it is a question of time 
alone when concessions so made to unreasonable demands from departmental 
employees are bound to result in revulsion of public opinion. 

How has efficiency responded to the easy won concessions? 

"It is with regret," says the railway chief, "that I have ob- 
served no general increase of energy or effort corresponding 
with such a large increase of expenditure." 

And why should he expect to? Where neither the quality 
nor quantity of service nor any resultant of supply and demand 
in the labor market but merely the strength of numbers behind 
an appeal activiates excessive concessions of the kind at the 
hands of a subservient master, what relation exists between 
wages and efficiency? Where it is not the justice of labor's plea 
but solely the force of combined voices which encompasses the 
desired end, where economic law is discarded and an idea 
fostered that the government is moved not by reason but by fear 
at the brandishing of organized labor's weapon of the strike, 
what relation remains in labor's mind betwixt zeal and compen- 
sation ? 



RAILWAYS IN NEW ZEALAND* 

Because of the general prosperity of the country, to which 
the railways have, of course, contributed, the gross revenue of 
the system has increased from £1,150,851 in 1895 to £2,761,938 
in 1908. The revenue per mile of line has increased from £577 
to £1,114, while the revenue per train-mile has increased from 
85.75d to 93.75d. But the expenditure has increased in still 
greater proportion: the expenditure per mile of line from £367 
to £796, the expenditure per train-mile from 63.62d to 70.59d. 
The gross earnings per train-mile exceed those of all the Aus- 
tralian railways except Victoria, and the expenditure per train- 
mile is greater than that of all of them, without exception. Had 
it not been for a fall in the rate of interest on government loans 

IB7 James E. Rossignol and William D. StewarV. Quarterly Journal 
of Economics. 23 : 652-96. August, 1909. 
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since 1895, from 4.1 per cent to 3.7 per cent, the deficit for 1907- 
1908, figured on the basis of the "capital cost" of the open lines, 
would have been, £184,352 instead of £89,349, as it now is. 

The Railways Statement, presented annually to Parliament 
by the minister for railways, does not recognize the existence 
of a deficit, but shows a "net profit on working," so called, with 
out noting that it is always insufficient to pay interest on the 
cost of construction at the average rate of interest paid by 
the government on the public debt In the year ending March 
31, 1908, the railways earned a "net profit" of 3.33 per cent ou 
£24,365,647, the cost of construction of the open lines, but, 
since the average rate of interest paid on the public debt was 
about 3.7 per cent, the "net profit" is absorbed in interest pay- 
ments, and a deficit emerges, amounting to £89,349, if interest 
is reckoned on the cost of the open lines only. But the real 
cost of construction of the railway system, on which interest 
should be reckoned, includes the cost of the unopened lines, 
making a total of £26,735,140, reducing the "net profit" to 3.04 
per cent and increasing the deficit of £177,021. This is con- 
siderably less than the deficits during the administration of the 
commissioners, which, in their turn, were less than those of 
their predecessors, but as shown above, the reduction has been 
chiefly due to a fall in the rate of interest, with which the rail- 
way administration as such has had nothing to do. Reckoning 
interest on the cost of the open lines only, the total deficit from 
1895 to 1908 amounts to £1,134447; from 1882 to 1908 it is 
£4,256,025 ($20,000,000). Taking interest oh the cost of the 
unopened lines as well, the deficit is increased by at least 50 per 
cent. 

Undoubtedly, wages and salaries have been slightly increased 
from time to time, to keep pace in a measure with the general 
increase in wages and cost of living in New Zealand and 
throughout the world, and this has caused an increase in expen- 
diture, offset, however, by increased revenue, due to the general 
prosperity of the country. But such increases can hardly be 
regarded as voluntary "concessions," or gifts, since even now 
the railway employees, if one may believe the Amalgamated 
Society of Railway Servants, and their organ, the Railway Re- 
view, are receiving wages rather less than those paid in private 
employ, while their hours of labor are frequently much higher 
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thao would be tolerated in any private business subject to the 
jurisdiction of the arbitration court. There are only thirty-one 
officials who receive salaries of £400 ($2,000) or more. The 
general manager receives a sadary of £1,250 ($6,200) the chief 
enginer £900, the chief traffic manager £8ao, the traffic superin- 
tendent £650, the chief clerk £590. The most highly paid 
station master, a man who has been in the service for forty 
years, receives only £355 ($1,720). Station masters receive 
from £170 ($730) to £355, ordinary clerks from £170 to 
£300, cadets from £40 to £100, guards from 8s ($2.00) to 
los ($2.50) a day, enginemen from los 6d ($2^25) to 12s ($3) 
a day, firemen from 7s 6d ($1.85) to 9s ($2.25), carpenters 
from 9s to los 6d, blacksmiths from los to 12s, common la- 
borers generally 7s ($1.75) a day. Salaries and wages are 
now sUghtly higher than they were in 1907, but there is no 
evidence to show that any material concessions have been 
made to railway employees. However they have the advantage 
of regularity of enq>lo3rment and of retiring allowances under 
the superannuation system. 

One of the most serious causes of inefficiency and dissatis- 
faction is the system of promotion. Men are usually promoted 
merely because their names come first on the list of seniority, 
unless it can be proved that they are actually incapable, which 
is difficult. The theoretical right to advance capable men over 
their seniors is practically never exercised, because of the un- 
pleasantness and difficulty of proving alleged unfitness. Until 
a system of promotion by merit is introduced, there will never 
be an efficient service. Yet promotion by merit lends itself 
readily to favoritism and other abuses. Again, members of the 
service, even cadets, frequently have political influence back of 
them and this interferes seriously with discipline. Also workers 
in the government shops have frequently been accused of prac- 
ticing the "government stroke." The general manager himself, 
Mr. T. Ronayne, recently wrote a strong letter to the chief 
mechanical engineer at the Addington workshops, making seri- 
ous charges of inefficiency. However, when the commission 
appointed to investigate the charges met at Christchurch on 
March 11, 1909, the general manager said that he had been mis- 
informed and that he was perfectly satisfied with the condition 
of the workshops. Yet in the course of the investigation certain 
significant facts were brought out, such as the difficulty of get- 
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ting rid of inefficient men, the difficulty of getting good men 
when needed, the lack of encouragement to inventors and other 
good men by promotion and advances in salary, and the lack of 
up to date appliances in certain lines of works. 

The financial failure of the railways has been one of the 
chief causes of the slow growth of railways during the past 
thirty years. From 1873 to 1878 nearly 1,000 miles of line were 
built, an average of about 200 miles a year; but in, the thirty 
years from 1878 to 1908 only 1,385 miles were built, an average 
of only 45 miles a year. This average would be fairly high if 
the railway system were practically complete and only a few 
minor extensions had to be made from time to time. But such 
is not the case. A section of the main trunk line between Auck- 
land and Wellington, about 200 miles in length, has taken 
twenty-three years to build, altho it was the most important link 
in the whole system, and promised to develop a large and 
profitable traffic. "Apart from the fact that this dilatory method 
of construction has added enormously to the cost, it is appal- 
ling to think of the huge sum which the Dominion has paid in 
interest during construction, to say nothing of the returns which 
might have been gathered in and the settlement which would 
have been promoted, had the work been completed with reason- 
able dispatch. 

The causes of this delay and loss have been chiefly two. In 
the first place, the funds available for railway construction 
have been distributed, not to say frittered away, in various parts 
of the country, in the building of small bits of line, instead of 
being concentrated on one or two important works. This was 
largely due to political considerations. Secondly, the funds at 
the disposal of the government were limited, because the gov- 
ernment could not advantageously borrow more than a certain 
amount every year, altho much larger sums were urgently re- 
quired. If the railway already built had been paying invest- 
ments, earning the full interest on the capital cost, and perhaps, 
a surplus to apply to betterments, a considerable sum now bor- 
rowed for "additions to open lines" would have been available 
for new construction, and it would have been easy to borrow all 
the money needed for projected lines if only they promised, in 
their turn, to become pajdng investments. Thus the districts 
already supplied with railways, by their narrow and selfish 



